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FOREWORD 

This bulletin is another in a series of publications prepared by the 
Department of Commerce on the subject of income in the United 
States. The Department's annual estimates of the national income, 
which provide break-downs by industrial sources and by types of pay
ment, have proved widely useful and have stimulated a rapidly grow
ing interest in the measurement of our income. In addition, the 
Department's annual estimates of the flow of income to individuals 
in each of the various States have been extensively used in the business 
community as well as among research workers and Government 
officials. 

The annual figures, while valuable and essential for many purposes, 
are not sufficiently current to provide a measure of short-term changes 
in the economic activity of the Nation as evidenced by the flow of 
income to individuals. To meet this need, the Department first 
published estimates of monthly income payments early in 1938. 
This series, extending back to January 1929, has been revised and 
brought up to date. It is published each month in the Sm-vey of 
CmTent Business and provides a measure of month-to-month changes 
in the aggregate income flow to individuals and a break-down by types 
of income payments. This series is particularly useful as an indicator 
of changes in general business activity and is helpful to business in 
providing a measure approximating the purchasing power of 
consumers. 

This bulletin is published for the purpose of describing in detail the 
sources and methods imderlying the estimates and discussing the va
rious uses and limitations wluch should guide those who use the statis
tics. The estimates and the bulletin have been prepared in the 
National Income Division of the Bureau of Foreign and Domestic 
Commerce. This work is under the supervision of E. A. Tupper, 
Chief Statistician of the Bureau of Foreign and Domestic Commerce, 
and under the general direction of Robert R. Nathan, Chief of the 
National Income Division. Frederick M. Cone has been primarily 
responsible for the development of methods and techniques employed 
in the preparation of the figures. 

JAMES W . YOUNG, Director, 
Bureau of Foreign and Domestic Commerce. 

AUGUST 1940. 
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MONTHLY INCOME PAYMENTS IN THE UNITED 
STATES, 1929-40 

INTRODUCTION 

Early in 1938 the Department of Commerce pubhshed its first esti
mates of monthly income in the United States. Since that time a 
number of changes in the content of the series and in the methods of 
estimation have been made. Further revisions of equal importance ' 
may be undertaken in the future as new source material becomes avail
able and as the application of the series to the purposes it is intended 
to serve reveals its adequacies for those purposes. It is believed, 
however, that the concept of income payments and the som'ces and 
methods involved in its measurement have become sufficiently crystal
lized to render advisable a more comprehensive description of the 
series at this time. 

For those who have been using the monthly series since its original 
publication ^ it may be useful to indicate briefly the major revisions 
which have subsequently been made, before proceeding to describe 
the estimates as they now stand. The original series represented an 
outgrowth of the Department's annual estimates of the national 
income and was prepared largely in response to a demand for a measure 
of current changes in the Nation's income. Since it was not feasible 
to construct a satisfactory index of current changes in the item of 
business savings, the objective at that time was limited to a break
down by months of what has been termed "income paid out" in the 
annual estimates. This is a measure of the total compensation disbursed 
by business enterprises for services-rendered by individuals. The sum 
of income paid out and business savings comprises the national 
income.^ 

It soon became apparent, however, that current changes in income 
disbursed by business enterprises were lilcely to be misleading as an 
indication of movements in the net value of goods and services pro
duced, because of the marked quarterly changes in the residual item 
of business savings. Also, it appeared that the series would probably 
find its most important application as an indicator of changes in the 
current purchasing power of consumers. Therefore, in correcting the 
monthly series to accord with the revised annual income estimates 

• Owing to the comproliDnslvo nature of Income nggrcgates, now information Is constantly coming to hand 
whioli makes advisable the revision of many individual components. Despite the frequent appearance of 
such additional source materials, revisions in tiio income aggregates have in the past been of a moderate 
character. Thus, since its original publication In 1934 the Department's estimate of the national Income for 
1029 has varied from 80.8 to 83.0 billion dollars—1. o., within a range of less than 3 percent. The estimated 
trend in national Income lias been confined to much narrower limits. Thus, In ail the various revisions 
the year 1933 expressed as a percentage of 1020 has varied only from 61.6 to 62.1. 

'"Monthly Income Payments in the United States," February 1938 Issue of the Survey of Cunent 
Business. 

' For an extended discussion of the concepts and scope of the national-Income estimates, the reader is 
referred to chapters 1 and 2 of National Income in the United States, 1929-36. 
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2 MONTHLY INCOME PAYMENTS, 1929-40 

from 1929 to 1937, inclusive, it was considered advisable to depart 
from the concept of income paid out and to construct a series that 
would more closely represent the actual payment of income to individ
uals. A brief description of the revised series was published in the . 
October 1938 issue of the Survey of Current Business.* The esti
mated volume of income payments was later, raised somewhat for. the 
whole period as a result of revisions in the annual figures,' but the 
concept of income payments as a measure of the flow of consumer 
purchasing power is essentially that which was briefly described in the 
October 1938 issue of the Survey of Current Business. 

* "Revised Estimates of Monthly Income Payments in the United States, 1029-38." 
' "National Income in 1938 at 64 Billion Dollars," June 1939 issue of the Survey of Onrrent Business. 



CHAPTER I 

CONCEPTS AND SCOPE OF THE ESTIMATES 

In recent years national-income estimates have been applied to a 
variety of uses, only two of which are noted here. The national 
income proper continues to be generally accepted as the most compre
hensive.index of the product of the Nation's economic activity and of 
its economic welfare. More recently, however, the violent cycHcal 
movements of the past 10 years have concentrated attention upon the 
purchasing-power aspect of the national-income aggregate. The 
national income is a measure of the net value of the Nation's economic 
output and at the same time a measure of the command over this 
output. It is the demand or purchasing-power aspect of the national 
income which has assumed increasing importance in recent years. 
Its segments have considerable usefulness as measures of fluctuations 
in consumer purchasing power, and as determinants of such important 
variables as savings, investment, and consumption. In this con
nection, two important changes in method are demanded. In the 
first place, it is immediately evident that the year, which is the unit 
of time forced upon the national-income estimator by prevailing 
accounting procedure, is too large a unit for the analysis of short-term 
fluctuations or for the determination of current business and govern
mental policy. Secondly, some of the value judgments that com
plicate the work of the national-income estimator are not relevant to 
the purposes noted above. In particular, the effect of a given amount 
of personal income upon consumer purchasing as a whole must be 
conceived of as being independent of whether or not this income 
represents a reward for a service rendered. 

In the analysis of cyclical fluctuations, interest ultimately attaches 
to the flow of funds from industry- and Government to the consumer 
and his disposal of these funds, which in'turn constitutes a demand for 
consumable goods and services and for capital goods. For the most 
part, however, consumers acquire a command over goods only in 
return for deflnite services which they cm-rently render in the pro
duction of these or other goods. Therefore, the present monthly 
series on income payments in the United States is, as already noted, 
closely related to the Department's estimates of the national income, 
and for this reason and also because the latter figures are compara
tively well known to the general pubUc, it will be useful, in describing 
the content of the series, to relate the treatment of its several items, 
wherever possible, to the treatment of the same or comparable items 
in the national income as estimated by the Department of Commerce. 

NATIONAL INCOME AND INCOME PAYMENTS 

In the annual income reports of the Bureau of Foreign and Domestic 
Commerce, national income is defined as the net value of all com
modities produced and all services rendered within the United States. 

3 



4 MONTHLY INCOME PAYMENTS, 1929-40 

The significance of the concept has been developed at some length in 
the various publications ° of the Bureau on this subject, and it is not 
necessary to enlarge upon the concept here, except as it incidentally 
enters into the description of the monthly series. 

In any given year the business enterprises producing the com
modities and services that make up the national income may not 
pay out to the individuals contributing to their activities exactly 
the value of the year's net product. In some years business units 
increase their net worth by retaining a share of their net product. 
These undistributed earnings are termed positive business savings. 
In other years the relative inelasticity of business costs with respect 
to business income forces business units to sustain their payments 
to individuals by drafts upon business capital and surplus. This 
excess of income disbursed over the value of product is called negative 
business savings. 

The share of the national product distributed to individuals each 
year includes the salaries, wages, dividends, interest, and rents and 
royalties disbursed by business enterprises in return for the personal 
services or capital wliich individuals have contributed to the process 
of production, in addition to what individual entrepreneurs take 
either in cash or in kind from their business for their own personal 
expenditures. This aggregate has been defined in earlier studies as 
"income paid out." Until recently, the aggregate disbursements of 
income to the agents of production (income paid out) might well have 
been taken as representative of the flow of purchasing power to 
individuals considered as ultimate consimiers. The severe economic 
distress of the past 10 years has, however, occasioned several important 
changes in public fiscal policy, which have served to negate the identity 
between the distributed portion of the national income and con
sumer purchasing power and to make desirable a separate series 
measuring the latter quantity. The character of these changes will 
be evident in the discussion of the separate items included in income 
pajrments. 

SALARIES AND WAGES 

Salaries and. wages included in income payments are identical with 
those included in the national-income estimates, save for one important 
exception. Since 1936 national income includes, along with the com
pensation received directly by the employee, also that portion of his 
wage or salary which he contributes to the Social Security programs, 
as well as the Social Security contribution of his employer to the 
employee's account. It is reasoned that such contributions represent 
on the one hand a labor cost to the employer, and on the other a share 
in the net product which accrues to the employee's account though 
not immediately available to him. Such contributions are excluded 
from income payments because they are definitely not at the em
ployee's immediate disposal. On the other hand, employee benefits 
are included in income pajonents (cf. "Other labor income," below). 

Income in kind is included in salaries and wages in both series for 
those industries in which this type of income is of importance. The 
inclusion of this nonmonetary type of income in a series designed to 
represent the flow of funds or purchasing power to consumers may 

• Of. especially; National Income, 1929-32; National Income in the United States, 1929-36; and Income in 
the United States, 1929-37. 
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seem questionable at first sight, but payments in kind constitute an 
effective command over consumer's goods, though this command is 
exercised by the employer rather than the employee. Payments in 
Idnd constitute about 2 percent of total salaries and wages but arc 
particularly important in certain industries, notably agriculture, 
domestic service, water transportation, and in the military and naval, 
services of the Federal Government. 

DIVIDENDS AND INTEREST 

In national-income estimates, institutional investors, such as 
banks and insurance companies, are considered to be aggregates of 
individuals, on the ground that dividends and interest received by 
such institutions represent accruals to the credit of individual deposi
tors or policyholders. Consistently with this procedure, the dis
tributive shares in the national product do not include funds which 
individuals actually receive, in the form of interest, from these insti
tutional savings organizations. This treatment, not an entirely 
satisfactory one, is necessitated by the consideration that it is at 
present impossible to determine what proportion of withdi-awals by 
investors from such institutions represents the interest on invested 
capital and what proportion represents the return of their principal. 
This deficiency is particularly important in the case of income pay
ments because the individual consumer cannot be considered to 
exercise immediate command over the current investment income 
accruing to his account. On the other hand, the individual can, and 
frequently does, withdraw all or part of his capital, including the 
accrued interest thereon, from the institution. Therefore, one pos
sible solution for this problem might be the deduction from total 
income payments as now measured of all interest income of such 
institutions as well as the net of consumer deposits over withdrawals 
from such institutions. Such a procedure would be tantamount to 
isolating the demand for a certain type of goods, o. g., bank balances, 
and calculating the residual purchasing power for all other goods and 
services. It seems likely that this is the direction that the statistical 
analysis of cyclical fluctuations will ultimately take, but for the present 
the inclusion of such capital transfers would involve a radical depar
ture from the concept of income and would lead to an analysis of the 
disposal as against the mere receipt of consumer income. 

ENTREPRENEURIAL INCOME 

Entrepreneurial income, as included in income payments, com
prises the net income of farm operators and independent professional 
men and the computed withdrawals of independent businessmen in 
other lines of enterprise. Because the fields of agriculture and pro
fessional service account for more than one-half of total entrepre
neurial income, the aggregate is known by this more familiar term 
rather than as entrepreneurial withdrawals. The withdrawal of an 
entrepreneur is defined as that portion of his business receipts that 
he withdraws from his enterprise for personal or nonbusiness uses. 
It is obvious that this concept of an entrepreneurial withdrawal is 
the proper one for inclusion in a measure of consumer purchasing 
power, but there is great difficulty in determining the actual volume 
of such withdrawals, particularly in agriculture and professional 

230740°—40 2 



6 MONTHLY INCOME PAYMENTS, 1929-40 

service, in which fields no distinction is here drawn between an entre
preneur's net income and his withdrawal for nonbusiness uses. In the 
field of professional service, capital requirements are in general so 
limited as to render unimportant the distinction between the entre
preneur's personal savings and his business savings. In agricultm-e, 
it has been found impossible to make a satisfactory estimate of 
entrepreneurial withdrawals. Fm-thermore, the limited information 
now at hand indicates that farm purchasing varies substantially with 
the net income of farm operators. Therefore, pending further studies 
on this subject, agricultural net income has been included in income 
payments. 

NET RENTS AND ROYALTIES . 

Net rents and royalties are included in the national-income aggre
gate a,s an independent type of income, but for lack of space are shown 
in combination with entrepreneurial income in the monthly series. 
They may be defined as gross rents and royalties less expenses, depre
ciation, and depletion. Interest payments in this connection are 
classified as expenses inasmuch as they appear elsewhere as a type of 
income. In fact, net rents as thus computed represent to a consider
able degree interest return on the equity of the owner or operator, and 
on that account might well have been combined with dividends and 
interest into an aggregate of property income. However, net rents 
include an element of return for the efforts of the owner and operator, 
and are, therefore, classified with entrepreneurial income, which is lilie-
wise a combination of interest income and labor income. 

DIRECT RELIEF, GIFTS, AND INHERITANCES 

Direct rehef, gifts, and inheritances are all excluded from national 
income estimates on the ground that, although they constitute in 
many cases a substantial component of personal income, such receipts 
are more in the nature of income transfers than rewards for services 
rendered in the productive process, and therefore represent no addi
tion to the income of society. Likewise, gifts and inheritances are 
excluded from income payments because such additions to the kicome 
of the recipient are considered to be simultaneously counterbalanced 
by an equal deduction from the income (or wealth) of the giver or 
from the wealth of the deceased. It is obvious, however, that such 
transfers of income or wealth have a very marked influence upon the 
distribution of individual income and consequently upon the disposi
tion of available purchasing power as between different types of 
consumer's and capital goods, if not upon the volume of such pur
chasing power. 

Direct relief, as disbursed by governmental agencies, is not, how
ever, excluded from income payments, since such relief is not imme
diately offset by a like reduction in the income (or claim over income) 
of the nonrelief portion of the population if the Government finances 
relief by borrowing. In such a case the purchase of Government 
obligations must be considered as entailing the same sort of decision 
as any other act of individual investment, and, therefore, the inaugura
tion of a direct-relief program does actually increase the volume of 
funds at the disposal of ultimate consumers. Of course, it is not in 
general possible to say which functions of government are operated on 
the basis of current tax receipts and which are operated on borrowed 
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funds, but for the period during which direct relief has been of impor
tance, there have been only isolated attempts to earmark tax receipts 
for relief purposes, whereas the flotation of bonds for such purposes 
has been a common occurrence throughout the period. The Federal 
Government in particular has been financing a considerable portion 
of its expenditures on borrowed funds during these years. For 
these reasons all governmental expenditures on relief'' are included in 
the monthly series. It should be noted, however, that the whole 
problem of the effect of taxes upon the disposition of consumer income 
is a complicated one, and certain aspects of this question will be noted 
in another part of this bulletin. 

The treatment outlined above refers to transfers of income among 
individuals or from governments to individuals. In the case of con
tributions to charity by business units, a somewhat different treatment 
is required. Under prevailing legislation, business units are permitted 
to enter such items as deductible costs, and since national-income 
estimates lean heavily on corpora;tion income-tax data, the reporting 
of such contributions as a cost and their exclusion from the estimates of 
national income in effect understates the computed national income 
total by that amount. At the present time there is not sufficient infor
mation available to permit a correction for this bias. Consequently, 
such contributions are included in neither the national income nor the 
monthly series on income payments. Such additions to personal 
income by business units, while substantial in absolute amount, 
represent but a fraction of the volume of direct reUef or income trans
fers between individuals. 

OTHER LABOR INCOME 

Other labor income comprises industrial pensions, industrial com
pensation for injuries, and veterans' benefits of various types, in 
addition to social-insm-ance benefits under the terms of the Social 
Security Act, the treatment of which has already been indicated in the 
earlier discussion of salaries and wages. Income of this type differs 
from direct relief, which is awarded on the basis of needs, in that it 
represents a return for services rendered at some time or another; it • 
differs from salaries and wages in that the reward is separated in time 
from the service which it represents and is, therefore, only indirectly 
related to the current level of economic activity. This type of income 
in reality comprises two distinct types, each of which requires separate 
discussion. 

1. Industrial pensions and compensation for injuries are included in 
national income as weU as in the monthly series. The ideal treatment 
for this type of income would be that which is applied to the fiscal 
operations of the Social Security Act, namely, the inclusion in the 
national income of the employee's full wage and the employer's con
tribution to such funds for the period during which the employer or 
employee makes his contribution to the appropriate fund, and the 
inclusion of employee benefits in income payments for the period during 
which the employee receives them. Actually there is not sufficient 
information to permit this procedure; in many cases the employer is 
the only contributor, the plan is on a pay-as-you-go basis, and benefits 

' As in computing the national income, worl<:-reliet wages are included with other salaries and wages on 
the ground that the value of works projects is qommengurate with the cost of the projects, as with other 
(unctions of government, 
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are reported as a current expense. For these reasons the actual bene
fits are included in both national income and income payments for the 
period during which they are received. 

It wiU be noted that no provision has been made in the construction 
of the monthly series for individual annuity and accident insurance 
policies, although the monetary consequences of such policies are very 
much like those of the industry- or Government-sponsored plans that 
are taken into account, namely, the increase in the demand for invest
ment opportunities relative to consumption that occurs while the 
insurance funds are being built up and the shift in demand while they 
are being depleted. Private insurance and annuity policies should, 
however, be considered as among the many goods that compete for the 
consumer's dollar, whereas he has no choice as to the disposal of a 
portion of his income when the insurance plan is a matter of legislation 
or of company policy. 

2. Federal pensions and compensation to war veterans have, over 
the period as a whole, averaged more than $400,000,000 per year and, 
prior to the inauguration of social-insurance benefits in recent years, 
constituted the largest single component of "Other labor income." 
In addition to its regular pensions to veterans, the Federal Govern
ment since 1931 has disbursed nearly $3,000,000,000 to the veterans 
of the World War in consideration of their services during that period. 
Both types of veterans' benefits are excluded from the Bureau's 
national-income estimates on the ground that the services for which 
such payments are designed to compensate were rendered before the 
period covered by the Bureau's figures, but both are included in the 
monthly series as constituting an important addition to consumer 
purchasing power, especially in the years 1931 and 1936. Prior to 
June 1936 payments to World War veterans took the form of cash 
loans on the security of their adjusted service certificates; in that 
month the Federal Government, in discharge of its obligations on 
account of adjusted service legislation, remitted to the veterans more 
than $2,000,000,000 worth of adjusted service bonds and some cash. 
The larger portion of these bonds were liquidated during the year 
1936, but the Treasury has been redeeming them in smaller amounts 
during the past 3 years; the present rate is about $2,000,000 a month. 
More properly, then, the payments to veterans represent in the first 
instance loans on existing assets and in the second the gradual liquida
tion of these assets rather than the actual payment of income as here 
defined. Nevertheless, because these disbursements of the Federal 
Government were in the nature of original receipts to the veterans and 
because, owing to the large volume of the disbursements and their 
wide distribution among 3,000,000 veterans, they represented an 
important stimulus to consumption on two distinct occasions, they 
have been incorporated into the monthly series. The treatment 
illustrates the difficulty of distinguishing at times between capital 
movements and income flow in the analysis of consumer purchasing. 

OTHER FORMS OF INCOME 

There are various other minor types of personal income which are 
not included either in the Bureau's national-mcome estimates or in 
the monthly series of income payments. 

Realized gains or losses from the sale of assets are not included in 
national-income estimates because they are strictly price phenomena 
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and in no sense measure net value of product in a given period. 
This type of income is likewise excluded from income payments but 
on somewhat different grounds. It is assumed that the transfer of a 
capital asset makes no contribution to mass purchasing power, since 
the increase in funds available to the seller is simultaneously offset 
by the immobilization of an equal volume of the purchaser's current 
income.* Capital gains do, however, exert important influences upon 
the distribution of current purchasing power and consequently 
upon its disposal among different goods and commodities. In 
particular, it is suspected that income arising from a realized gain on 
capital transactions is subjected to quite different treatment in its 
disposition than is income of a more regular nature. But this con
sideration is only one of many psychological influences that indirectly 
affect the direction of business activity and for this reason is not 
involved in the present discussion. 

Earnings from odd jobs or from illegal activities are excluded from 
both series, the former because of insufficient data, the latter because 
such activities are considered as being of no economic value within 
the legal framework of the producing economy. The exclusion of 
these two items from the income-payments series cannot be considered 
as seriously impairing its usefulness. If such exclusion results in an 
understatement of the dollar volume of consumer demand, this 
understatement is offset by the exclusion of the same items from the 
supply of goods and services (national income). In fact, for purposes 
of comparison it is desirable that a consistent procedure be observed 
for such items. 

Imputed income from the ownership of durable consumers' goods is 
excluded from the income-payment series as representing no addition 
to consumer purchasing power. This type of income is, however, 
included in many estimates of the national income by nongovernmental 
agencies, and it is liliely that future studies by this Bureau may adopt 
this procedure. In that event there will be a further important 
difference between national income and income payments. 

The accompanying table indicates the magnitude of many of the 
items of which the treatment has been discussed above. Several 
minor items have been grouped together in order to shorten the 
table. These minor components include the effects of the Federal 
civil-service retirement operations. State aUowances to war veterans, 
and some smaller items subjected to different treatment in constructing 
the two aggregates. 

' This offset Is not strictly true in a period of generally rising prices when capital appreciation is supported 
by an increase in the volume of credit. For such a situation the volume of now credit is a more adequate 
measure of the increase in consumer buying than the aggregate of capital gains as such. 
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CHAPTER II 

INTERPRiETATION AND USE OF THE ESTIMATES 

In the preceding chapter the content of the monthly series has been 
described at some length. The mere enumeration of the various items 
included in the serieswfll have served to acquaint the reader with its 
general nature and to indicate its possible uses. However, it seems 
advisable to describe more fully the income-payments concept, even 
at the risk of some repetition, and to define at some length the limita-^ 
tions attaching to its use; • 

Although intended primarily as a measure of consumer purchasing 
power, the monthly series is readily applicable to a number of other 
uses. Among these, particiilar attention will be devoted to the use of 
the series as an index of general business activity. For each of these 
uses it may ultimately be desirable that a distinct measure of the 
monthly fluctuations in income be computed iind published. For the 
present, however, it seems likely that the multiplication of income 
series would merely result in greater confusion, and it seems 
preferable to publish a single series, while noting briefly such ad
justments as are desirable in each instance. Moreover, the break
down of the present series is presented with these various appli
cations in mind. Thus, the presentation of income payments by 
type of payment is intended to be indicative in a very rough way 
of the distribution of current income by size of income, which, as 
well as the volume of income, is a very important factor in deter
mining the direction of consumer demand. It is well loiown that 
direct relief and unemployment benefits are subject to different 
disposal than dividends and interest, which are for the most part 
currently received by institutional investors or persons enjoying 
a high level of income. However, this type of analysis is at present 
limited by the wide variation in the average income from the im
portant item of salaries and wages, even within each industry group. 
On the other hand, the break-down of labor income by industrial 
groups is designed to serve as an imperfect measure of the con
tribution of-the various industrial segnients of the economy to cm--
rent economic activity. Similarly, the index of nonagricultm'al in
come payments is presented primarily to provide a measure of general 
economic activity that shall exclude the current contribution of 
agriculture, and secondarily as a measure of the monthly purchasing 
power of the nonfarm segments of the population. 

The remainder of this chapter will be devoted to a discussion of the 
two important applications of the series noted above, with special 
attention to its use as an index of changes in consumer purchasing 
power. As in the previous chapter, it will be convenient to start \vitli 
the better-known concept of national income. 

In the estimation and analysis of the national income, it has been 
found usefifl to distinguish between the business enterprises that con-
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duct the Nation's economic activity and the individuals whose services 
make that acti^dty possible. The concept of a business enterprise in 
tliis connection includes not only business units in the narrow sense 
but also such enterprises as governmental bodies, fanns, private 
hospitals, trade associations, and independent professional practices. 
The year-to-year output of the Nation's business enterprises is defined 
as the national income. In return for their assistance in the productive 
process, business enterprises disburse to individuals their share in the 
monetary value of the year's output. Individuals must, however, be 
considered not only as the .ultimate agents of production but also as 
the ultimate end of production and their distributive shares in the 
national product as the payments by means of which business enter
prises enable individuals to consume the output of the economy. 
Hence arises the notion of consumer purchasing power and its close 
relationship to the national income. 

As indicated previously, the two aggregates are hot necessarily 
equal and, in fact, are not likely ever to be equal over a limited period 
of time. The reasons for this divergence are twofold. First, as noted 
in chapter I, business units do not, over the short period, pay out to 
individuals the exact value of the period's' output but retain the 
ownership of a part of this output in the form of undistributed earnings 
or under adverse conditions pay out more than the period's net output, 
notably by failing to meet depreciation and obsolescence charges. 
Secondly, business enterprises not only make payments to individuals 
who have contributed to the output of the period but also, in in
creasing measure, to persons who have made such contributions in 
the past or who have made no contributions at all. This lack of 
identity between the value of current output and the aggregate flow 
of income to consumers has been the subject of increasing attention 
in business-cycle analysis. In particular, the question is asked: 
Under what conditions is the current flow of income from business or 
governmental units into the hands of individuals such as to enable 
consumers to take off the market the final products of government 
and industry without giving rise to those economic disturbances that 
are commonly associated with the business cycle? ° Associated with 
this question is a related problem of equal importance: how does the 
"consmner disposal" of these funds affect the stabflity of economic 
activity? Without entering into any of the theoretical aspects of 
these related problems, the monthly series on income payments is 
offered as a measure of the current flow of funds from business enter
prises to individuals and constitutes at least a first step essential to an 
analysis of the disposal of consumer income. 

INCOME PAYMENTS AND CONSUMER PURCHASING POWER 

In chapter I it was stated that the income-pajrments series was 
intended primarily as a measure of changes in the current purchasing 
power of consumers, but there was no attempt to define the term 
"purchasing power." In recent years the term has received consider
able attention in economic literature, but so far no consistent definition 
seems to have been evolved. On the whole, it does not seem profitable 

• It Is not intended to imply that consumer purchasing Is the sole or even the most important element in 
the generation of cyclical changes in business activity. A similarly important role must be assigned to 
business purchasing, especially of raw materials and durable capital, but this type of demand is necessarily 
excluded from this discussion. 
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to speak of a community's power to purchase in general, but rather 
of its ability to purchase certain types of goods. Purchasing power 
in the broad sense of the term is a function of wealth as well as of 
income. Goods can be exchanged against goods, and the only 
possible limit to the volume of such exchanges in a given period of 
time is the volume of goods in existence and the velocity with which 
such exchanges can bo accomplished. Such a concept of purchasing 
power seems to be as little susceptible to practical use as it is possible 
of precise measurement. 

I t seems more profitable to restrict the term "consumer purchasing 
power" to signify the ability of consumers to purchase the new goods 
and services currently produced by business enterprises. This defini
tion is more consistent with what is conceived to be the primary func
tion of an economic society, namely, the production of new goods and 
services, the process of exchanging assets assuming importance largely 
to the degree to which it facilitates this production. Consumer pur
chasing power in this sense is currently created only by the flow of 
funds from business enterprises to individuals. That is to say, it 
is impossible for individuals as such to increase their buying power in 
the aggregate. I t is possible for a given individual to increase his 
own consumption of the current industrial output by the sale of what
ever assets he may possess. But purchases and sales of existing assets 
among individuals must cancel in the aggregate and, therefore, can 
neither augment nor decrease the volume of consumer buying power. 
Similarly the extension of new consumer credits results in no addition 
to purchasing power insofar as the funds that sustain such credits 
arise from the current savings of individuals."' 

Even if it be.conceded that the purchasing power of consumers, 
as defined above, is restricted to the flow of funds from business 
enterprises, it is none the less not valid to identify this aggregate 
with "income payments," which has been defined as the flow of 
income from business enterprises. There are circumstances under 
which the purchases and sales of assets may be said to exert an 
influence on consumer buying power, namely, in those instances where 
such transactions take place, not among individuals, but between mdi-
viduals and business entities. Corporations can, for example by 
the purchase of securities in the open market, increase the ability of 
individuals to purchase the current industrial output to the extent 
that these securities are purchased from individuals, and some author
ities have stressed such operations as an important factor in cyclical 
fluctuations. Similarly, business enterprises may absorb a certain 
amount of consumer buying power by the open-market sale of 
securities. Therefore, the usefulness of the income-payment series, 
as an index of consumer purchasing power, is limited by our present 
inability to measure transfei-s of assets between individuals and busi
ness units. In practice, the importance of this limitation is minimized 
by the consideration that at the present time the series is likely to be 
most useful in analyzing the demand for consumer's goods in the narrow 
sense and that the major portion of this demand arises from consumers 
who are but little affected by considerations of the type discussed above. 

'» On the other hand, credits of this nature do havean important influence upon the directlonof current 
demand. The creation of Installment credit, e. g., when financed by current savings, results In an increased 
demand for consumer's goods accompanied by a relative decline in the demand for capital goods. The 
reverse of this shift in demand accompanies the liquidation of consumer credits. 

230740°—40 3 
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Moreover, it is in the power of business units in general and of 
banks in particular to furnish a genuine stimulus to consumer buying 
by the extension of new credits. This type of consumer borrowing 
may take two forms: A retailer, for example, may elect to finance his 
customer by leaving some of his profits in the form of accounts 
receivable," or he may choose to borrow from a bank. In either 
case, the business community must be considered to have supplied 
consumers with buying power additional to that which represents a 
return for services rendered. Whfle changes in the volume of con
sumer credit are normally small in relation to the average volume of 
income payments, consumer credit is subject to wide fiuctuations 
and is, therefore, generally recognized as a factor of strategic import
ance in the analysis of cyclical fluctuations. It is, however, subject 
to independent measurement and will receive no further consideration 
here. 

Finally, some consideration should be given to the ability of the 
monetary authority to make new money available to the public. 
I t may be profitable at this point to distinguish between consumer 
purchasing power as a vague potential and consumer purchasing as 
a realization of that potential. Income statistics as now presented 
refer exclusively to the past; therefore, there seems to be little profit 
in speculating as to how much new money the monetary authority 
might have made available in the period under review and it seems 
better to restrict our analysis to the actual volume of new money 
created.'^ 

Similarly, when it is a question of estimating future purchasing 
power, the ability of the monetary authority to create new money or of 
the banks to extend new credits is of little consequence. Over the 
period during which income payments can be forecast with any degree 
of certainty, the volume of new money or of new credits that are likely 
to be created can also be estimated with a fair degree of accuracy. 
In fact, unforeseen changes in either of these items are likely to be 
associated with simultaneous fluctuations in income. At any rate, 
both of these forces are subject to independent measurement. 

With the three qualifications noted above, the income-payments 
series presented in this bulletin is believed to represent with a fair 
degree of accuracy'' the volume of funds currently made available 
to individuals by business enterprises and, therefore, the current level 
of consumer purchasing power as that concept has been defined above. 

It is evident at once that it is impossible to work out a very close 
correlation between the demand for investment goods and the flow 

11 A rigorous analysis would classify this type of lending as merely Involving a shift in demand (cf. lootnote 
10), since undistributed profits generally taice the form of a demand for investment goods. However, since 
business savings are excluded from this analysis, which is by dafinitlon limited to consumer purchasing 
power and excludes any consideration of demand on the part of business units, these credits should for con
sistency be considered as an actual increase in the consumer demand for current output. 

" In this respect the use of the term "power" is perhaps unfortunate; its use is Justified, however, in con-
Junction with the term "consumer," since consumer buying power is limited by the actual volume of funds 
made available by business enterprises. The volume of new money or new credits that might have teen 
but were not made available to consumers may be considered to be analogous to the idle labor and capital 
wliich have been particularly characteristic of recent years. Such Idle resources might liave iJcen brought 
together to generate additional purchasing power, but, while their measurement is important as indicating 
the expansive possibilities of the economic system, they may be disregarded In any analysis of its perform
ance. 

" Inadequacies in the basic material have already been noted in Chapter I. Most important among 
these is the want of statistical material that forces ns to consider institutional investors, not as business 
enterprises, but as aggregates of Individuals. Minor defloiences arise, for example, from the exclusion of 
the funds spent by public institutions on such items as food and clothing, or from the omission of certain 
business aUowances which are charged to business expenses other than salaries and wages. 
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of current income. Even assuming that it were possible at present 
to establish some relationship between the incomes and savings of 
individuals, individual savings represent only a part of the total 
demand for capital goods. Thus, in 1929, individual savings were 
supplemented by an estimated $2,000,000,000 of business savings, 
whereas in the years 1931-33 individual savings were offset by negative 
business savings of approximately $20,000,000,000. 

For this reason, the correlation of effective demand with income 
flow must at present be confined to consumers' goods as distinguished 
from producers' or capital goods. The sale of consumers' goods at 
retail affords the most fruitful subject for this type of analysis, partly 
because such sales represent the one major type of consumer expendi
ture for which current statistics are available, partly because retail 
sales account for the major portion of consumer expenditures. Figure 
1 illustrates the degree of correlation between the seasonally adjusted 
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Figure 1.—Income payments and department-store sales. 

income index and the Federal Reserve Board's adjusted index of 
department-store sales, which may be taken as indicative of expendi
tures of urban consumers on general merchandise other than foods 
and those of an essentially nondurable nature. On the whole, the 
relationship is striking for the period 1929-35, particularly when it is 
considered that department-store sales represent but a minor portion 
of all retail sales. However, during 1936 and the first half of 1937, 
department stores failed to share fully in the sharp recovery in income 
that characterized that period. Several factors may have resulted 
in the divergence. Indications are that a large portion of the veterans' 
bonus of 1936 may have gone into a more durable type of goods than 
those purchasable in department stores, and it is unlikely that any 
large portion of the extra dividends arising from the operation of the 
undistributed-profits tax would flow immediately into department-
store purchases. The sharply improved level of farm income in 1936 
may have been another factor, since farm purchasing appears to only 
a minor extent in department stores. Subsequent to the 1937 reces-



1 6 MONTHLY INCOME PAYMENTS, 1929-40 

sion, income and department-store sales have followed generally 
parallel trends but on different levels as compared with the 1929 
averages. The lower level of department-store sales as compared 
with income since 1937 may be explained in large part by the marked 
growth in the sales of mail-order houses in recent years. 

For purposes of analyzing consumer demand for the current output 
of goods and services, it may sometimes seem desirable to deduct from 
current consumer income those outlays over which the consumer may 
be considered to exercise no choice, or at any rate only a limited 
choice. Of primary importance among such outlays are, of course, 
the taxes paid by individuals to Federal, State, and local governments, 
since in the short run the individual consumer exercises no choice at 
all over the disposal of this portion of his income. On the other hand, 
in preparing national-income estimates, it is useful to consider indi
vidual taxes as a payment for the services customarily performed by 
government, the desirability of these services being determined at 
some period in the past by the democratic process. Whether or not 
it is necessary or desirable to consider taxes as a species of demand 
in national-income studies, in the case of income payments it is 
obviously desirable to determine that portion of consumer income 
wliich actually was or is being devoted to taxes in order to approxi
mate more closely the residual income available for the purchase of 
commodities currently coming into the market. Thus, in analyzing 
the probable effect of an expected increase in industrial production 
upon the consumer demand for the new goods arising from the pro
ductive process, it would be desirable to be able to determine what 
proportion of the increased consumer income could be expected to be 
absorbed by increased taxation. 

It is evident, however, that for such an analysis taxes differ only in 
degree from various other types of flxed outlays or outlays which as
sume a certain degree of priority in the individual consumer's budgets. 
Insurance premiums, for example, are not a fixed outlay for a given 
individual, yet in the aggregate they fluctuate very moderately as 
compared with other types of purchases. Other items that may for 
some purposes be considered as fixed outlays are interest on individual 
mortgages of a nonbusiness character and, over a shorter period, in
stallments on consumer-goods purchased "on time." '̂  

INCOME PAYMENTS AS AN INDEX OF GENERAL ECONOMIC ACTIVITY 

It has been emphasized above that the income-payments series is 
not intended to be indicative of changes in the output of the economic 
community, but, inasmuch as by far the larger part of all individual 
income received represents a payment for some service rendered in 
the production of an economic good, the monthly series refiects in 

1' It win be noted that in one Instance the current series does make allowance for tax deductions from cur
rent Income—i. e., for contributions to the Social Security programs. These contributions may be con
sidered as merely Insurance premiums which, because the schedule of payments is prescribed by law as In 
the case of any tax, can bo readily calculated. In future releases it may be desirable to adjust the income 
series for tax outlays if studies of the tax payments of Individuals malce such an adjustment feasible. The 
consideration of other types of fixed outlays appear to bo somewhat further In the future, since primary data 
are lacking at present. 
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considerable degree ' ' the current output of goods and services, and 
represents the most comprehensive measure of general economic 
activity now available. This is not to say that the income index is 
thereby the most significant index of economic change. Perhaps 
it is more useful to look upon this index as a background against 
which to view the changes in the more sensitive indicators of business 
activity. Tliis relationship may be illustrated by a comparison of 
income payments with some of the more restricted and therefore more 
sensitive business indicators such as the index of industrial production. 

During the past 3 years of pronounced business fluctuations, the 
industrial production index of the Federal Reserve Board varied 
much more than did the index of income payments. The production 
index declined from 117 in August of 1937 to 76 in May 1938, a drop 
of more than one-third as compared with a decline of less than one-
eighth in income payments. Similarly, the production index rose 
from 92 in May 1939 to 127 in December, a gain of about 40 percent, 
whereas the income index increaised less than 10 percent during the 
same period. Of primary importance in the relative stability of the 
income series is the inclusion in it of all the service and distributive 
industries as well as the more volatile commodity-producing industries. 
On the other hand, price changes enter into the income index and 
tend to work for greater instability relative to physical output. The 
net result of these influences is to make variations in the income 
index vitally dependent on fluctuations in industrial output, but in 
no very simple manner. Thus, during the 24 months following the 
peak of 1929, a drop of one-third in the production index was associ
ated with a decline of one-fourth in income payments. It is, there
fore, indicated that whereas the drop in industrial production during 
1937 and 1938 was as great as that during the period 1929-31, the 
former was relatively restricted in its effects upon the economy as a 
whole. Similarly, although the 40 percent rise in production during 
the latter part of 1939 was associated with a rise of only 10 percent 
in the income index, the higher levels of production, if sustained for 
any length of time, might be expected to give rise to a greatly 
increased volume of income payments. 

The accompanying chart permits a more detailed analysis of the 
relationship between income and industrial activity. For purposes 
of comparison, it was desirable that the production series be adjusted 
to represent the value rather than the volume of current output. 
Therefore, the index of manufacturing production was multiplied by 
the Bureau of Labor Statistics' index of wholesale prices of finished 
products, and the output of petroleum, antkracite, and bituminous 

" As noted in ch. I, the adjusted income index as now published contains several items, notably direct relief 
and the soldier's bonus, whose wide fluctuations In recent years are quite unrelated to business activity, 
and which might easily be removed from the series. In fact, it would be a simple matter to correct the 
series for all item? not related to business activity and to publish two adjusted series, one representing the 
flow of income to consumers, the other the share of the national income currently distributed to the produc
tive agents. It is felt, however, that the resulting gain in accuracy would be more than offset by the possible 
confusion caused by the publication of two series whose month-to-month fluctuations would In most 
periods be very similar. Therefore, the income-payments scries alone is introduced in the following dis
cussion. For measuring changes in economic activity some may prefer the adjusted index of salaries and 
wages which does not reflect the secular increase in direct relief or the 1931 and 1936 payments to veterans. 
This index, however, is also defective In several respects; e. g., agriculture Is inadequately represented, since 
agricultural wogcs represent a very small proportion of total income in agriculture, and secondly, over the 
period 1929-10 labor Income has experienced a slight growth relative to total national income. On a month-
to-month basis, however, the changes in the adjusted wage index are probably more representative than the 
total income index of current changes in nonagricultiiral activity. This comparison Ir particularly true dur
ing the period in which unemployment compensation benefits have begun to offset pay-roll changes ID some 
degree. 
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coal by appropriate price indexes. To afford further comparability 
with the series on labor income in the commodity-producing indus
tries, the value of construction contracts awarded (seasonally 
corrected) was included in the composite production series and each 
of the individual series weighted by the income produced in that 
industry in 1929. All three of the composite series (production, 
total income, and labor income in the commodity-producing in
dustries—^less agriculture) are shown in the form of 3-months moving 
averages to eliminate minor variations and facilitate comparison. 

As was to be expected, there is a close correlation between the 
dollar value of industrial output and salaries and wages originating 
in the commodity-producing industries. The income series is more 
stable with respect to shorter fluctuations, but follows the dollar 
value of production very closely on the long swings. Thus, by the 
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Figure 2.^Income payments and commodity production.î  

spring of 1933, income had reached a low point 64 percent below its 
1929 maximum, whereas a month or two earlier the value of current 
production had turned upward from a point 69 percent below its 
predepression peak. In the summer of 1937 both indexes approxi
mated 80 percent of their respective 1929 peaks. The relatively 
greater stability of the income index may be explained in large part 
by the heavy weight given to durable producer's goods in the Reserve 
Board's index of manufacturing production. 

The month-to-month fluctuations in the index of total income 
payments are of a very mild character as compared with the series 
discussed above. In general, minor fluctuations in industrial output 
are not reflected in total income payments except as they take the 
form of changes in the slope of the latter curve. Thus, the tempo-

i« With respect to fig. 2, above, it should be noted that this report was in proof form when the Keserve 
Board completely revised Its Index of Industrial production to provide a broader measure of current changes 
in industrial output. The relationships noted above are, iiowever, but little affected by the Inclusion of 
the new series in the commodity-value index. Prior to 1036 the latter index was virtually unchanged by 
the substitution, although It showed slightly greater resistance to short-term fluctuations. Since 1936, 
however, the now series shows a marked secular rise relative to the old series and also relative to tlie labor-
income index and since 1037 has averaged considerably higher than either of these series on a 1929 base. 
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rary industrial recovery in the faU of 1932 resulted merely in slowing 
up the decline in income payments which continued into the spring 
of 1933. Similarly, the fluctuations in industrial output after the 
speculative spurt in 1933 were reflected in a slower rate of growth 
in income during 1934 as compared with the rapid increase during 
1933 and that which began in June 1935. Reflecting the short-term 
stability in income payments, the index has shown only flve definite 
reversals of trend in the 11-year period covered by the series—these 
trend reversals being associated with the long cycle that reached its 
peak in the fall of 1929 and its trough in the spring of 1933, and the 
shorter, cycles of the past 3 years, in particular the downward turn 
in the' late summer of 1937, the upward swing that began in the 
middle of the following year, and the recent decline from the peak 
of December 1939. 

It will be noted that for the period 1929 to 1935, the value of 
commodity production, exclusive of agriculture, shows a lead of 
1 to 3 months over the index of labor income in the same general 
industries. This relationship is particularly noticeable in 1929. 
Although industrial production reached its peak about the end of 
the second quarter of the year and declined sharply throughout the 
third quarter, the income index advanced markedly throughout the 
latter period and did not show a noticeable decline until the final 
quarter of the year. The lead of production over income appears 
also in the rise that began in the fall of 1932 and again in the spring 
of 1933, and in every other instance in the following few years, but 
in no case is the timing as clearly marked as in 1929. Since 1937 
it is impossible to establish any definite tendency of this nature. 

In respect to timing, the four trend reversals in the total index noted 
coincide with trend reversals in the index for the commodity-producing 
industries, although minor trend reversals in the latter series have no 
counterpart in total income. This close correspondence is more or less 
to be expected since the commodity-producing industries account for 
about 30 percent of total income payments and represent by far the 
most variable component of that total. 

In general, then, it may be said that although the index of total 
income reflects the general changes in industrial output in the past 
10 years, the income index has, on the whole, shown much more 
resistance to cyclical fluctuations than the former index, and shows 
considerably more stability in the short run.^' In computing the 
index from month to month, it has frequently been remarked that a 
sharp rise in industrial production during a given month may be 
accornpanied by a very small rise in the income index. This must be 
explained not only by the relative stability in certain components of 
the dollar index but also by the fact that it takes a certain amount 
of tinae for impulses generated in any given branch of the manu
facturing industry to propagate themselves through the economic 
system. Figure 3 illustrates the manner in which various industries 
are affected by changes in the volume of current industrial output. 

" It Is proper to point out that this short-run stability may reflect in part rather inadequate source 
material and sometimes arbitrary methods of handling such material as is available. In particular, the 
method of adjusting dividends and interest for seasonal variation is such as to yield a smooth curve free of 
minor fluctuations; simflarly, monthly withdrawals are estimated on the assumption that the entrepreneur 
frequently draws upon his capital to maintain his scale of living and that withdrawals are, over the short 
term, rolativcly independent of net income which may be supposed to fluctuate more or less with current 
business activity. 
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Here the pay rolls in the economic system are classified into three 
groups of industries: Pay rolls in the commodity-producing industries 
depend very closely even in month-to-month fiuctuations on industrial 
production; the distributive industries perform services for both pro
ducer and consumer and, therefore, reflect both changes in industrial 
activity and consumer expenditures; whereas salaries and wages 
received in the service industries depend directly on consumer expendi
tures and only in a general way on current industrial output. Govern
ment pay rolls are not shown here since they can be assumed to bear 
no relation to industrial production in the short run. Of course, the 
interdependence of the various industries is greater than that indicated, 
since industrial output and consumer income are very closely related. 
Therefore, month-to-month changes in current income reflect not 
only current changes in industrial output but also the cumulative 
effects of recent changes in the same aggregate. 

It is not to be expected that over longer periods of time the income 
index will continue to reflect changed levels of industrial output, 
owing to the varying rates of growth of different industries. Figure 3 
indicates that, over the past 10 years, the service industries have 
shown a secular growth relative to the distributive industries. No 
such conclusion is possible with respect to the commodity-producing 
industries, since it is impossible to determine how "normal" was the 
situation existing in the first half of 1937. Collateral evidence on this 
point, however, indicates a gradual decline in the relative importance 
of the commodity-producing industries in the decade ended 1928 and 
suggests that this relative decline in importance may well have 
continued into the period covered by the monthly income-payments 
series. 

The accompanying chart (fig. 4) permits a comparison of the trend in 
income payments with that in bank debits outside New York City over 
the past 7 years. Both series are represented by 3-month moving 
averages to faciHtate graphical comparison. This comparison is of 
particular interest because income payments have often been identified 
with the gross volume of money transactions. Actually, income 
payments represent only a small fraction of aU transactions. Thus, 
in 1939, income payments totaled 70 billion dollars whereas banlc 
debits in 141 cities outside of New York City totaled 218 billion 
dollars. Debits of New York City banks accounted for an additional 
150 billions. In addition to income payments, other important 
factors in the debiting of accounts are interbusiness transfers and title 
transfers among individuals, particularly stock-exchange transfers. 
The importance of the latter item is greatly diminished, however, by 
excluding the debits of New York City banks and by confining the 
comparison to the period following the bank crisis of 1933. For this 
period the two. series show a very high degree of correlation with 
respect to cyclical fluctuations. The income index is more stable in 
the short run because of the relatively greater sensitivity of bank 
debits to month-to-month fluctuations in general business activity. 
For the years prior to 1933, the bank debits index exhibited markedly 
wider cyclical fluctuations than the income index. In 1933 income 
payments were 40 percent below 1929, whereas bank debits showed a 
drop of 56 percent over the same period, reflecting partly the abnor
mally large volume of stock transfers in the earlier years. 
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Figure 3.—^Indexes of salaries and wages by major industrial groups. 
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Appendix.—SOURCES AND METHODS 
It should first be pointed out that for the most part the individual components 

of the monthly series are based upon annual income estimates prepared in the 
National Income Division. The sources and methods employed in constructing 
the annual estimates have been discussed elsewhere,' and no attempt will be made 
to describe them here. Because the monthly estimates are corrected each year 
within a short jaeriod after the completion of the annual income totals, the im
portance of cumulative errors creeping into the monthly data is not very great. 
On the whole, comparisons of the annual aggregate of monthly estimates with the 
subsequent annual figures have so far yielded fairly satisfactory results. Thus, 
for the year 1938, the following results were obtained: 

Percentage Change in Income Payments by Type of Payment, 1938 to 1939 

Item 
Preliminary 

estimate, 
Jonuary 

1940 1 

+6.3 
4-7.1 
+3.2 

+6.1 

Revised 
estimate, 

September 
1940' 

+6.7 
+8.8 
+4.0 

+6.8 

' Based on the original monthly figures for 1039. 
' Revisions based on the annual Income estimates for 1930. 

It should be noted that the annual estimates of national income, particularly 
for the years 1938 and 1939, are subject to further revision as additional source 
material becomes available. Though the absolute level of estimated income in 
both years may change as the result of further information, experience has shown 
that the trend from one year to,another is likely to be but little affected by further 
revisions. Even in the case of dividends for which substantial revisions may be 
necessary on the publication of Statistics of Income for the year in question, the 
monthly dividend estimates are likely to approximate the preliminary annual 
estimate of dividends, since both are subject to the same limitation—that they 
depend too greatly upon the reported dividend disbursements of large corporations. 

METHODS OF ADJUSTING MONTHLY INDEXES TO ANNUAL 
ESTIMATES 

Inasmuch as the monthly series is adjusted to annual estimates, special interest 
attaches to the methods by which the adjustment is made. In only a few indus
tries are the monthly pay-roll data sufficiently complete so that the annual esti
mates represent merely a summation of the pay rolls for the individual months. 
In many instances annual totals are available, whereas current estimates must be 
based upon industry samples or upon series only indirectly related to income in a 
given industry. In other instances periodical surveys or censuses must be used 
to bring a monthlj' index into line with the actual trend in an industry. 

In correcting the monthly income estimates to the annual totals, two general 
methods have been used. One of the methods used is that adopted bj' the Bureau 
of Labor Statistics in adjusting its employment and pay-roll indexes to conform 
with the trends of the industrial surveys of the Bureau of the Census. This is 
essentially a straight-line adjustment between the annual averages shown in a 
pair of census years. Underlying this method is the assumption that none of the 
observed bias arose in the earlier census year, but that the causes producing this 

' In detail In the volume National Income In the United States 1020-35, and briefly In Income In the United 
States, 1020-37. 
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bias began to operate in January of the following year and continued to operate at a 
uniform rate until December of the second census year. A description of the 
method is presented in Bulletin No. 610 of the United States Bureau of Labor 
Statistics. 

Because of its simplicity, the Bureau of Labor Statistics' method was considered 
satisfactory for periods of time longer than 1 year, but for adjusting the monthly 
series to annual totals for each year it is believed to give too serious a distortion to 
the month-to-month comparisons, since all of the correction would be made in the 
second year of a 2-year comparison. This is especially true in the final months of 
the year when an error is particularly important because all succeeding values of 
the series must be distorted to the same extent. Therefore, in making annual 
adjustments, the method used was one based upon an unpublished paper by V. 
Lewis Bassie of the U. S. Department of Commerce. This method involves the 
assumption that the observed bias may have developed at any time between 
January of the first census year and December of the second census year. The 
most probable development of the bias is then calculated by constructing a 
third-degree correction curve which is characterized by the following four limit
ing conditions: (1) In the first year the average correction is zero; (2) in the 
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Figure 6.—Methods of adjusting monthly data to annual averages. 

second year the average correction is such as will be necessary to bring the index 
into line with the census results; (3) the correction shall be zero at the beginning of 
the first year; and (4) the slope of the correction curve is zero at the end of the 
second census year. Mr. Hassle's mathematical formula, which was originally 
derived in order to correct for biennial surveys, was then modified so as to be 
applicable to those cases in which a survey (or at any rate information more 
reliable than that available monthly) was available every year. 

The accompanying chart indicates the difference between the results obtained 
by the two methods described above. In constructing the chart it was assumed 
that the necessary correction was one of 5 percent. A further difference should be 
noted in the methods of correction. The straight line method is of an arithmetic 
nature, the necessary correction for each month being added to the unadjusted 
data. In the application of the corrections derived from the third-degree curve, 
the corrections so obtained are added to or subtracted from 100 percent and the 
resulting percentage multiplied by the monthly values of the unadjusted series. 
Although this method will not reduce the total for the second year to the exact 
survey total, the resulting error will be negligible. In those instances in which 
the necessary correction is small and the seasonal fluctuations in the unadjusted 
series of minor importance, some saving of labor is obtained, without a correspond
ing reduction in accuracy, by applying an arithmetic correction derived from the 
third-degree curve shown in the chart. 
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NATURE OP THE DOLLAR TOTALS AND ADJUSTED INDEXES 

In the analysis of time series it has been found useful to distinguish four factors 
which constitute the fluctuations in such a series. These factors are, respectively, 
the secular trend, and cyclical, seasonal, and random elements. The process of 
adjustment for seasonal variation consists in eliminating the seasonal influence in 
order to facilitate an analysis of the trend, cycle, and random elements. 

In the case of the present series, neither the totals nor the adjusted indexes 
can be considered to conform strictly to this usage. The character of the com
ponent series will be evident from the methods of estimation outlined below, but it 
may be useful here to indicate the general character of the unadjusted dollar totals 
of income payments. In general the unadjusted series includes all four elements, 
but in some instances random elements are necessarily excluded by the method of 
estimation. This would, in particular, be true wherever a seasonal movement is 
superimposed upon a trend-cycle line constructed from the annual figures—which 
was the procedure adopted in estimating labor income in several minor industrial 
fields. In other instances, as in estimating net rents and royalties, it has not been 
considered feasible even to impose seasonal fluctuations, and in such instances only 
trend and cycle elements enter into the composite series. For most of the fields 
for which such procedures are necessary, however, as, for example, in estimating 
rents and royalties or income in the service industries, random or seasonal ele
ments are not believed to be of great importance. Such a generalization may 
not, however, be expected to hold true of such critical periods as the early months 
of 1933. 

The adjusted index of total income payments contains even fewer random 
elements than the unadjusted totals because of the special treatment accorded to 
dividend and interest payments. Because the seasonal pattern, particularly for 
dividends, is of a very unstable character, it is impossible to distinguish very 
satisfactorily between seasonal and random elements, and, therefore, the seasonal 
adjustment adopted is of such a character as to remove not only all seasonal 
influences but also all random elements of a short-term character. In one other 
respect the adjusted index does not confrom to general practice: namely, for relief 
payments and other benefits it has not been considered advisable to attempt a 
seasonal adjustment. For these items the movement appears to be highly irregu
lar, and a sufficiently long period is not available to yield a satisfactory seasonal 
pattern. Consequently, the seasonal elements undoubtedly present in relief 
payments impart a slight seasonal influence to the adjusted index of total income 
payments. On the other hand, relief benefits represent but a very small fraction 
of all income disbursements, and, when properly weighted, their seasonal varia
tions may be considered to be of negligible importance. 

Some few remarks are in order here as to the purposes which it is believed that 
the totals and the adjusted indexes will serve. In general it is believed that the 
adjusted index will be the more useful at the present time because the wide sea
sonal fluctuations in certain items, particularly dividends and interest, give a 
rather misleading picture of changes in economic activity. Even in analyzing 
consumer demand the unadjusted totals are of rather limited value because of the 
present impossibility of correcting for the flow of funds into and out of savings 
accounts and other deposits. Nevertheless, the unadjusted totals are presented 
for those who may wish to attempt such adjustments. However, as noted in the 
body of this report, the series is at present most readily applicable to the analysis 
of the demand for consumers' goods in the narrow sense and for such expenditures 
the seasonally adjusted index may be considered to give a rough adjustment. 
Teachers, for the most part, actually receive income during 8 to 10 months of the 
year, but their expenditures may be assumed to be spread out fairly evenly over 
the 12 months of the year. 

Because of the minor character of the short-term fluctuations in income pay
ments and the possibility of changing seasonal influences in various industries, 
too much importance should not be assigned to small month-to-month changes in 
the adjusted index. Except in periods of major fluctuations in industrial activity, 
current comparisons are probably better limited to quarterly averages. 

METHODS OF ADJUSTING FOR SEASONAL INFLUENCES 

In adjusting the monthly income series for seasonal variation, each of the major 
component items is adjusted independently. For salaries and wages, a seasonal 
factor is computed for each of the major industries, and the seasonally adjusted 
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indexes thus obtained are weighted by the relative importance of the industrial 
groups in 1929 in order to arrive at the seasonally adjusted index of employees' 
compensation. In order to obtain the seasonally corrected index of total income 
payments, the adjusted index of salaries and wages is in turn weighted by the 
relative importance of this type of income to total income in 1929 and added 
to the similarly weighted adjusted indexes for dividends and interest and for 
entrepreneurial income. In the case of entrepreneurial income, the net income 
of farm operators is the only component which need be corrected for seasonal 
fluctuations, as the other components were assumed to show no seasonal fluctua
tions (cf. under "Entrepreneurial income"). 

As noted above, relief payments, benefits, and related items are not corrected 
for seasonal variation. For those items (direct relief and other labor income) 
which run back to 1929, the unadjusted indexes were weighted and added to the 
cumulative total obtained above. For those items (work relief, agricultural 
benefits, and adjusted service payments) which were not present in 1929, the same 
effect is obtained by expressing them as a relative of the average of total income 
payments in 1929 and adding to indexes for salaries and wages, entrepreneurial 
income, and dividends and interest. Work-relief payments are included in the 
adjusted index of salaries and wages as well as in total income. 

Except in the case of dividends and interest, the ratio-to-moving-average is the 
general method employed in correcting for seasonal influences. For all industrial 
groups, it was considered desirable to work out two independent sets of factors, 
one for the period 1929-33, the other for the period 1934 to date. The method of 
correction adopted for dividends and interest yielded no usable seasonal factors 
(of. discussion under dividends). 

SOURCES AND METHODS FOR SPECIFIC ITEMS 
SALARIES AND WAGES 

Estimates for this type of income are based primarily on the monthly pay-roll 
indexes of the Bureau of Labor Statistics. For the most part, these indexes 
have proved rather satisfactory in reflecting changes in pay rolls when checked 
by the various industrial censuses. It should be noted that the Bureau of Labor 
Statistics indexes are based on reports referring to typical pay periods within the 
month, generally the pay period ending nearest the 15th of the month. There
fore, they do not reflect total pay rolls for the month, but rather a rate of flow 
of wages for a week in the early or middle part of the month.^ Therefore, those 
indexes are not affected by the length of the month or by the number of Saturdays 
or pay periods occurring within the month. 

In the process of adjusting these indexes to annual wages, the total pay roll for 
the year was allocated according to the rates of pay indicated for each month. 
Where wages are paid only for time actually worked there is a possible source of 
error in this practice. Since the weekly pay-roll periods in question may end 
anywhere between the 12th and the 18th of the month, this period will in certain 
years include such holidays as Labor Day, Armistice Day, and in certain States 
Lincoln's Birthday and the Election Day holiday. In such years the estimated 
rate of pay for the month affected will be lower than the true rate, in some indus
tries perhaps one-sixth lower. If these holidays were included in the pay-roll 
period each year, the process of adjustment for seasonal variation would eliminate 
this seasonal factor from the adjusted index. But since most of these holidays 
may in some years fall within the pay period, and in other years outside it, there 
remains a residuum of error even in the seasonally corrected index. Any errors 
introduced by holidays, strikes, or other factors, are not, however, cumulative in 
nature, but are automatically corrected for the succeeding month. 

The industries for which the Bureau of Labor Statistics monthly pay-roll 
indexes are currently used are the following: 
Manufacturing, wages only. Brokerage. 
Mining, wages only. Wholesale and retail trade. 
Street railways. ' Year-round hotels. 
Telephone and telegraph. Laundry and dry-cleaning establish-
Electric light, power, and gas. ments. 
Insurance. 

' For some industries, notably mining, pay rolls are made up on a semimonthly basis so that the pay
roll indoxes cover pay rolls for the first 16 days of the month. 



MONTHLY INCOME PAYMENTS, 1929-40 3 1 

For the most part, these indexes are available back to 1929, but in some minor 
instances it was necessary to resort to extrapolation for the early years. In the 
aggregate the industries covered by the Bureau of Labor Statistics pay-roll 
indexes account for approximately 47 percent of all salaries and wages paid in 
1938. 

In addition to the Bureau of Labor Statistics data, official reports of pay rolls 
on a current basis are available for several other important industries, including 
the executive, legislative, judicial, and military services of the Federal Govern
ment, the majority of steam railways, the various forms of work relief, and for 
those banks which are members of the Federal Reserve System. In the aggregate 
these reports covered an additional 16 percent of all salaries and wages in 1938. 
In addition, as noted below, information of this character will soon be available 
for the pay rolls of State and local governments. 

For another large group of industries, information of a less satisfactory character 
is avaflable. In recent years State departments of labor and industry have been 
collecting statistics relating to pay rolls in an increasing number of industries. 
For other industries, information relating to production or shipments can be 
taken as indicative of current changes in employment and pay rolls in particular 
lines of industry. Industries susceptible to this type of treatment account for a 
further 17 percent of total wages and salaries. 

There remains about 20 percent of all salaries and wages for which no current 
information is available. This group includes, however, several important indus
tries, such as education, which are subject to very small changes from year to 
year, but contains in addition several large industries, mostly of the service 
group, which experience definite cyclical fluctuations. The method used to 
estimate month-to-month changes in this area is indicated below. 

In' the following discussion describing the particular method used to estimate 
month-to-month changes in the salaries and wages for each industry, no reference 
will be made to those industries for which the Bureau of Labor Statistics collects 
current information, since the Bassie method, discussed above, was used in each 
instance. 

AGHICtTLTURAL WAGES 

The basic material on employment and wage rates in agriculture is taken from 
pages 8 to 11 of the January 1939 issue of Crops and Markets. The product of 
hired labor and the weighted average wage rate is adjusted to the annual totals. 
The necessary adjustments are usually very small. Employment and wage-rate 
figures for the first of each month are assumed to apply to that month. Since 
wage-rate data are compiled only on a quarterly basis it is necessary to estimate 
wage rates for the other 8 months. For this purpose indexes of seasonal variation 
were computed for the months of January, April, July, and October. I t was 
observed that the seasonal fluctuations in wage rates roughly parallelled the 
seasonal variations in employment. (Seasonal variation in agricultural employ
ment from p. 17 of Trends in Employment in Agriculture 1909-1936—W. P. A.) 
Seasonal indexes of wage rates for the other 8 months were, therefore, graphically 
interpolated by comparison with the seasonal indexes of employment for those 
months. Nonseasonal fluctuations in wage rates are interpolated by a straight-
fine method. In making the current estimates, it is usually necessary to estimate 
wage rates 1 or 2 months in advance of their compilation by the Bureau of Agri
cultural Economics. For this purpose the main reliance is upon the seasonal 
index, but in times of substantial nonseasonal fluctuations in agricultural employ
ment a roughly determined cyclical pattern is applied. 

MANTTFACTURING SALARIES 

Several attempts have been made to construct a satisfactory indicator of changes 
in this important source of income (salaries in manufacturing constituted nearly 
8 percent of total salaries and wages in 1938). However, because of the dearth 
of source material, the present series is projected largely on the basis of the rela
tionships that are observed to hold between salaries and wages in this industry 
over the past 10 years. In distributing the annual totals for the period 1929-38, 
some help was obtained from an index of clerical salaries in Wisconsin factories 
(recently discontinued). Some assistance was also rendered by a semiannual 
index of clerical salaries in manufacturing industries compiled by the Bureau of 
Labor Statistics for the years 1935-38, but as yet unpublished. 

Both series suffer from the limitation that they apply exclusively to clerical 
employees, who represent only about one-third of the total salaries in manufac-
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turing. In addition, the New York State Department of Labor publishes an 
annual study of the earnings of office workers employed in New York State fac
tories. This tabulation has the advantage that it covers supervisory and technical 
as well as clerical employees, but its usefulness is limited by the fact that it refers 
to only 1 month (October) of each year. Nevertheless, it does serve as a useful 
check on the estimated trend in manufacturing establishments during the earlier 
part of the years. 

The Pennsylvania Department of Labor and Industry has in recent months 
been publishing estimates of employment and weekly pay rolls of salaried workers 
in manufacturing establishments in that State. While this series is of too recent 
origin to be of value for historical purposes, it is expected that it will in the future 
be of considerable value in estimating current changes in this field. 

At present it is assumed that there is no seasonal variation in salaries in the 
manufacturing industry. An instance of the relative seasonal stability in salaries 
as compared with wages for an extreme case is given by a study of the Ohio 
Unemployment Compensation Commission which indicated that the employment 
of office and inside sales workers in Ohio canning establishments varied from 85.3 
to 130.7 of the annual average, while the employment of all employees varied 
from 45.4 to 343.2 of the average. Inasmuch as the extremes in the seasonal 
variations for total manufacturing wages are within 5 percent of the year's aver
age, the seasonal variation in aggregate salaries may be assumed to be very slight. 

Using all this information, it was concluded that, in general, salaries follow the 
trend of wages after seasonal correction, with a somewhat smaller amplitude of 
the cyclical swings. There is also a tendency for salaries to lag behind wages, 
but the relationship is not sufficiently definite to be taken into account in deter
mining current changes in manufacturing salaries. It appears that in recent years 
salaries have become more responsive to current business trends and in this respect 
parallel more closely the month-to-month changes in wages. 

MINING SALARIES 

As in manufacturing, monthly salaries in this industry are based largely on 
changes in the seasonally corrected index of wages. 

CONSTRUCTION 

The Bureau of Labor Statistics publishes a monthly pay-roll index, which, 
however, is not sufficiently complete for the purposes of this series, since it covers 
only building construction and excludes road building and other types of engi
neering projects. In addition to the monthly index, the Bureau of Labor Sta
tistics estimates monthly employment in all contract construction in connection 
with its monthly employment aggregates. This estimate, together with the 
Labor Department's index of average pay in building construction, is used to 
distribute annual pay rolls as estimated by the Department of Commerce, and 
also to project these estimates on a current basis. 

STEAM RAILWAYS, PULLMAN AND EXPRESS 

The compensation of employees of class I railways are reported monthly to the 
Interstate Commerce Commission. These monthly reports are adjusted to the 
total of employees' compensation for all railways as shown in the annual publica
tion entitled. "Statistics of Railways." The pay rolls of the railway express 
system and the Pullman Co. have been reported monthly to the Interstate Com
merce Commission since 1934. Prior to 1934 the monthly break-down for these 
companies is based on revenue statistics. I t should be noted that the railway 
companies report to the Interstate Commerce Commission the wages paid out 
during the calendar month. This is the only industry, therefore, in which a 
correction should be made for the number of working days in the month. Actu
ally, the refinement to be effected did not seem to justify the labor involved, and 
no correction was attempted. 

The Interstate Commerce Commission's figures are not made available in time 
to be included in the estimates for the latest month. As a rough expedient, the 
adjusted index of railway employment is assumed to represent the cyclical change 
in compensation. The change in the employment index is then corrected to give 
effect to the ordinary seasonal fluctuations in compensation. The corrected 
percentage change is then applied to the compensation of railway, Pullman, and 
express employees for the preceding month. 
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MOTOR TRUCKING 

Current information relating to pay rolls in the motor-trucking industry are 
confined to three series: (1) an index of wages for identical reporting firms classi
fied as "Motor freight, docks and warehouses" by the Pennsylvania Department 
of Labor and Industry; (2) a similar index for the "Teaming, Trucking, and 
Handling Industries" in Massachusetts; (3) an index of commodity movements 
by motor truck prepared by the American Trucking Association. The value of 
the two pay-roll series is impaired by the fact that neither index covers the "motor 
trucking", industry alone. The Pennsylvania Department of Labor and In
dustry's index shows very wide fluctuations over the past few years, whereas the 
Massachusetts index has been very stable. The American Trucking Associa
tion's index refers largely to interstate trucking and shows wider seasonal and 
cyclical fluctuations than would be expected of a more comprehensive index. An 
additional limitation upon this index is its availability only since January 1937. 
From that date, pay-roll changes in the motor trucking industry have been based 
on the three Indexes. The indexes are plotted on a single chart and a composite 
index estimated graphically by a rough weighting of the changes in the several 
indexes. 

For the period 1932 to 1936 the two State indexes form the basis of the monthly 
break-down. For the period 1929 to 1931, the month-to-month changes are 
based on monthly fluctuations in miscellaneous and 1. c. 1. carloadings, because 
in Massachusetts such loadings were found to correlate closely with the pay-roll 
index for the years 1932 to 1937. 

MOTOR BUSSES 

The motor-bus industry is relatively limited in scope and magnitude, excluding 
as it does motor busses operated by electric railways or subsidiaries or their 
successor companies. These latter are covered in the Bureau of Labor Statistics 
pay-roll index for street railways. For estimating the month-to-month trend in 
pay rolls of independent bus companies, some weight is given to the pay-roll index 
prepared by the Massachusetts Department of Labor, covering 90 percent of the 
industry in that State. Some weight is also given to the volume of passenger 
traffic on steam railways with special allowance for those periods in recent years 
when changes in passenger rates have presumably influenced the competitive 
position of the railroads. 

STORAGE 

The month-to-month changes in pay rolls in the storage industry are estimated 
by applying an index of seasonal variation to a smooth curve connecting the annual 
averages. The index of seasonal variation is constructed from monthly pay-roll 
data in the 1935 Census. As the revenue from the storage of agricultural products 
constitute a substantial part of the revenue of this industry, some weight is given 
to crop movements in constructing the curve. For current months, the smooth 
curve is simply carried forward by reference to similar periods in the past, with 
special weight given to the movement of crops. 

WATER TRANSPORTATION 

Pay-roll estimates in the field of water transportation are of necessity based on 
statistics relating to the monthly movement of freight by water. "The only useful 
series available are: (1) Volume of freight moving through the Sault Sainte 
Marie; this series is believed to be a fairly good indicator of freight movements 
and to a lesser extent of wages on the Great Lakes. (2) Ship clearances of 
American vessels in foreign trade, which give some indication of wages of personnel 
on United States vessels engaged in foreign commerce. (3) Movement of freight 
through the Panama Canal in United States vessels—largely composed of inter-
coastal traffic but, of course, including some traffic from the east coast to the 
Orient or to the western coast of South America and some traffic between west 
coast and Europe, which, to this extent, is a duplication with (2). (4) Ship 
clearances in foreign trade (United States and other vessels), which should provide 
a rough measure of the wages of stevedores in boarding such freight. (5) The 
War Department publishes monthly figures on freight movements on the Ohio, 
Allegheny, and Monongahela Rivers, but these series are not indicative of any
thing except traffic in the Pittsburgh district and should be weighted accordingly. 
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The principal deficiency is that there is no current index of freight movements in 
coastwise trade which is the most important of all types of water traffic. In order 
to give some effect to the available indexes of current freight movements, a 
weighted index was constructed from the five component series listed above for the 
period 1929 to 1938. In 1929, the salaries and wages of the labor involved in the 
handling and movement of the traffic reflected in this index is believed to have 
represented about 60 percent of the total salaries and wages in the water-trans
portation industry as a whole. The residual 40 percent roughly measures the 
salaries and wages of persons employed in coastwise movement of freight, including 
the stevedoring necessary to load and unload such freight. "The month-to-month 
changes in this volume of income were based on the movement of freight by rail. 
The combined index is then adjusted to the annual totals for each year. In 
general, the index works fairly well for the period 1929-35 but has a downward 
bias in recent years. The divergence is probably to be explained by the growth 
of coastwise waterway traffic relative to railway traffic over the later period. 

The Research Division of the United States Maritime Commission is now 
compiling information relating to employment and pay rolls in water-borne traffic. 
Therefore, reliable indexes will soon be available for these industries on a current 
basis, but for historical purposes it is still necessary to rely on traffic statistics. 

BANKING 

Bureau of Labor Statistics indexes are available for the period 1932-35. In 
1936, the Bureau of Labor Statistics discontinued this series on the advice of the 
Central Statistical Board to the effect that fluctuations in employment and 
pay rolls were too small to justify the collection of current information. In 
addition, the Federal Reserve Board compiles data on a semiannual basis for all 
member banks. For the years 1932 to 1935, inclusive, the Bureau of Labor 
Statistics series was adjusted to the annual estimates for aU banks exclusive of 
building and loan associations (included with miscellaneous in monthly estimates) 
and brokerage (estimated separately). For the years 1929 to 1931, inclusive, 
the Federal Reserve flgures were used. The Reserve figures showed a consistent 
seasonal rise during the latter half of the year, which, by comparison with pay-roll 
estimates for the Pittsburgjh banks, was concluded to represent bonuses and 
payments for overtime during the month of December. Therefore, a smooth 
curve was fitted to the Reserve data for the first half of the years 1928-32, inclu
sive, to get the trend exclusive of such "bonuses." The monthly movement in 
salaries was calculated from this curve, and the computed deficiencies for the 
latter half of each year were added to the calculated December figure. These 
monthly data for member banks were then adjusted to the annual estimates for 
all banks. For current information, it is necessary to rely upon the Reserve 
Board's semiannual reports and upon pay-roll indexes published by the Massa
chusetts Department of Labor and Industries and by the University of Pitts
burgh (this index covers banks in western Pennsylvania). None of these sources 
in banking salaries have been very miW. in the years following the liquidation 
of the early 30's. 

BROKERAGE 

Month-to-month changes in pay rolls in the brokerage business have been 
published by the Bureau of Labor Statistics since January 1932. For the years 
1929 to 1931, monthly pay rolls were estimated by the graphical comparison of 
pay rolls for the period 1932-39, with the volume of stocks traded each month on 
the New York Stock Exchange. The general relationship noted for these years 
is projected for the earlier years. 

INSURANCE 

The Bureau of Labor Statistics monthly pay-roll index is available since 
January 1932. For the years 1932 to 1938 this index was, therefore, adjusted to 
the annual estimates for these years. ' For the years 1929 to 1931, a smooth 
curve was fitted to the annual data for 1929-32. The monthly series thus 
obtained was linked to the .Tanuary 1932 figure for the adjusted Bureau of Labor 
Statistics index and then converted backwards to the annual estimates. 
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REAL ESTATE 

The monthly income of employees in real-estate enterprises is estimated on the 
basis of a monthly index of real-estate activity published in the Real Estate 
Analyst. This procedure is justified by the circumstance that pay roUs in this 
industry represent largely commissions which depend primarily on the volume of 
real-estate activity. At any rate, the monthly pay-roll estimates may be ex
pected to predict, with a fair degree of accuracy, changes in the annual aggregate, 
since this is also based largely on the series appearing in the Real Estate Analyst. 

LAUNDRIES AND DYEING AND CLEANING ESTABLISHMENTS 

The Bureau of Labor Statistics' indexes for these two industries exclude clerical 
and technical employees; wherefore, salaried employees in these industries are 
included with "miscellaneous" employees. The coverage is 27 percent for 
dyeing and cleaning and 30 percent for laundries. For the years 1931 to date, 
the monthly indexes are adjusted annually to our estimates. For the years 
1929 to 1930, the estimates are based on the employment estimates of the Com
mittee for Economic Security. 

YEAR-ROUND HOTELS 

WAGES AND SUBSISTENCE 

The Bureau of Labor Statistics' index covers 50 percent of the industry, includ
ing both salaried and wage personnel. The index is based upon cash payments 
only. I t has been corrected to the 1933 Census, as have the annual estimates, 
but, owing to the inclusion of subsistence in the latter, the percentage change 
from 1929 to 1933 is not the same. However, the discrepancy was so small that 
the month-to-month fluctuation in the Bureau of Labor Statistics' index was 
simply apphed to the more inclusive dollar flgures. 

GRATUITIES 

In the annual income estimates gratuities are estimated as a percentage of the 
hotel expenditures of guests. In computing the monthly income of employees 
from this source, the Horwath & Horwath flgures covering room rentals and 
hotel restaurant sales were weighted according to the relative importance of each 
as shown by the Census of 1935, and the resulting composite index adjusted to 
the annual estimates of gratuities received by hotel employees. 

SEASONAL HOTELS 

The Censuses of 1933 and 1935 yielded an index of seasonal variation of employ
ment in each of these years. It was assumed that the seasonal variations in pay 
rolls followed the same pattern, and the seasonal factors for 1933 were applied 
to the annual wages for 1932 and 1933, the 1935 seasonal to all other years on the 
assumption that the 1933 seasonal was typical of the worst years of the depres
sion, the 1935 seasonal of relatively better years. The cyclical changes in this 
series are estimated currently on the basis of pay rolls of year-round hotels and 
the trend in certain luxury expenditures: for example, Pullman traflSc. 

RESTAURANTS AND DRINKING PLACES 

PAY ROLLS 

Several States are now collecting and publishing pay-roll indexes for restaurants. 
Massachusetts has been publishing such figures since September 1931; Kansas 
since August 1932; New York State, November 1932; Maryland, January 1934; 
Illinois, July 1935; Wisconsin, August 1937, and Minnesota since 1938. These 
State indexes were weighted according to their importance in the Censuses of 
1933 and 1935 and a chain index was constructed to cover the period 1932 to 
date. For most of 1932 the index reflects merely changes in the Massachusetts 
index, but becomes more comprehensive and more reliable as new States have 
been added. The 7 States now represented in the index accounted for more than 
40 percent of the salaries and wages in restaurants in 1935, so that, assuming 50 
percent coverage, within each of the reporting States, the index may be assumed 
to be based on reports from 20 percent of the industry. None of the State indexes 
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is believed to covbr drinking places, so these are estimated separately for the 
period 1933 to 1935. With 1935 as a base the index is adjusted to the annual 
dollar pay rolls back to 1932. Estimated pay rolls in drinking places (cf. below) 
are added for the years 1933 to 1935. For the period 1929 to 1931 a smooth 
curve was drawn through the annual estimates and seasonally adjusted figures 
read from the curve. The seasonal factors calculated from the index for the 
period 1933 to 1938 were applied to this curve. When drinking places had been 
added to restaurants for 1935, the restaurant index was linked at December of 
that year and adjusted to the annual data for restaurants and drinking places for 
the years 1935 to 1938, on the assumption that after 1935 restaurant pay rolls 
reflected also pay rolls in drinking places. The separate treatment of drinking 
places between 1933 and 1935 is necessary because of the unusual changes following 
the repeal of the prohibition amendment. 

Since the "drinking places" industry grew very rapidly after the repeal of pro
hibition in 1933, it was considered desirable for purposes of historical accuracy to 
estimate pay rolls separately for the years 1933 to 1935. Monthly fluctuations 
in employment are given in the Censuses of 1933 and 1935, and are employed in 
estimating monthly labor income for those years. The census figures, however, 
are of no value as indicating the cyclical or seasonal character of fluctuations in 
employment, inasmuch as the dominant influence during these years was the suc
cessive legalization of liquor in the various States. In each year there was a 
marked rise in employment during the months April to July and a slow rise there
after, presumably the effect of legislative activity during the early months of the 
year. For the year 1934, the same characteristic rise was assumed; for later 
years it is assumed that this influence has diminished in importance and that any 
further changes have been largely of a cyclical character. Hence the combination 
of this item with restaurants after 1935. 

GRATUITIES 

In the annual estimates these are taken to represent 10 percent of restaurant 
sales. Therefore it is only necessary to construct an index of restaurant sales. 
For this purpose the Marketing Research Division's index of restaurant sales 
and the chain-restaurant sales carried in the Survey of Current Business until 
recently (Childs and Waldorf still available though not published) were used. 
A composite index was built up by giving chains and independents equal weight— 
this only for the period beginning January 1937, because the Marketing Research 
Division's information is not available before that date. A seasonal was then 
computed for this period and applied to data read from a smooth curve drawn 
through annual data for restaurants only for the period 1929-35. For the years 
1933 to 1935 it was necessary to add the sales of drinking places (cf. pay rolls). 
The growth in pay rolls of drinking places over this period was assumed to be 
similar to the growth in pay rolls. For the period 1935 to date the same pro
cedure was adopted as in the case of pay rolls, but, since the index was not availa
ble for 1936, recourse was had to a smooth curve drawn through annual data for 
restaurants and drinking places. The seasonal factors computed above were 
also applied before adjustment to the annual data. 

INCOME IN KIND (MEALS) 

Pay rolls are used as a trend and adjusted to the annual estimates of income in 
kind. The adjustment is a rough one; the ratio of actual annual estimates to 
annual flgures as given by the pay-roll trend is calculated for each year, and this 
ratio is assumed to vary continuously within each year. The ratio for each 
month as determined by inspection is multiplied by the trend as calculated above. 

DOMESTIC SERVICE 

As in the case of the annual estimates of the number of domestic servants, the 
monthly fluctuations in domestic-service employment are those estimated by the 
Committee for Economic Security. Monthly rates of pay are then calculated by 
drawing a smooth freehand curve through the average monthly wage for each 
year. The product of these two series yields the monthly income of domestic 
servants. In the original compilation, the estimates were carried forward on the 
basis of employment alone, but the resulting annual flgure for 1937 was so far 
below the actual total that it was considered desirable to extrapolate wage rates 
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also, and this is now being done. Employment estimates are a composite of 
estimates of employment in manufacturing, trade, etc. 

PRIVATE EDUCATION 

Estimates in the field of private education are largely a matter of determining 
the monthly distribution of the annual salaries and estimating very roughly, on 
the basis of the general movement of total income payments, the percentage 
change of the current year over the preceding year. Year-to-year variations are 
slight. The method of determining the monthly distribution is a variation of that 
used for public education (q. v.). 

OTHER INDUSTRIES 

Included in this catch-all group are the following items: building and loan 
associations and miscellaneous industries of the finance group; the bulk of the 
industries classified as service industries in the annual estimates, including the 
employees of independent professional practitioners; and finally, the industries 
grouped under "miscellaneous" in the annual estimates. These combined indus
tries accounted for $6,145,000,000 in 1929, or 12 percent of the total compensa
tion of employees in that year. Inasmuch as the larger part of these industries 
are engaged in the production of services the demand for which does not vary 
significantly from one month of the year to another, it was assumed that there 
were no seasonal variations in employment and pay rolls in this group of industries. 
By experiment, it was found that the pay-roll series for the distributive industries 
gave a fairly good fit to the annual estimates of this miscellaneous group, and 
therefore the seasonally adjusted index of labor income in the distributive group 
was applied to the 1929 total for these industries. The adjustments neces
sary to bring the annual totals thus obtained into line with the estimated annual 
totals are indicated below: 1930, -|-0.6; 1931, -1-1.5; 1932, -f 2.8; 1933, -t-1.2; 
1934, -1-0.5; 1935, - 1 . 3 ; 1936, - 0 . 2 ; 1937, +0.6; 1938, -1-0.5. 

I t is evident that these industries are subject to somewhat smaller cyclical 
fiuctuations than is the distributive group, and allowance must be made for this 
difference in periods of rapid changes in activity. 

GOVERNMENT: GENERAL CONSIDERATIONS 

The total salaries and wages of governmental units as included in this series 
will not be found to be identical with that presented in the annual income esti
mates, for two reasons: (1) Retirement contributions of governmental em
ployees have been deducted in the monthly series; and (2) certain types of com
pensation representing a reward for part-time services have been classified in the 
annual estimates with other labor income in order that salaries and wages may be 
comparable with the number of employees. Since the number of employed per
sons is not estimated in connection with the monthly series, such types of income 
have for convenience been included with salaries and wages. 

FEDERAL GOVERNMENT 

CIVIL EXECUTIVE OTHER THAN POSTAL SERVICE 

Payroll statistics are available only since November 1933. Prior to that date, 
it is necessary to rely upon midmonth employment figures multiplied by monthly 
estimates of average pay. These monthly estimates of average pay are con
structed by drawing a smooth curve through the fiscal year averages with cor
rection for the legislative changes in the rates of pay in July 1932 and April 1933. 
The monthly pay-roll estimates were then adjusted to the fiscal-year totals, but 
inasmuch as the necessary adjustments were small, an arbitrary smoothing method 
was employed. 

POSTAL SERVICE 

The same method was used except that it was necessary to make some provi
sion for the large sums paid out to temporary employees during the Christmas 
season, inasmuch as these employees would not be included in the midmonth 
employment totals. As was found to be the case in recent years, these additional 
payments were assumed to be closely re'ated to the expansion in department 
store sales during the month. The monthly estimates so obtained were adjusted 
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to the fiscal-year totals by an arbitrary smoothing method. The necessary 
adjustments were small in every case. 

MILITARY, LEGISLATIVE, AND JUDICIAL 

Subsequent to November 1933, payments to employees in these branches of 
the Federal Government are reported monthly to the Bureau of Labor Statistics. 
Prior to that date a smooth curve was drawn through the fiscal-year averages. 

ADJUSTMENTS FOR R E T I R E M E N T SYSTEMS 

The annual congressional appropriations on account of the Civil Service Retire-
nient which are included in national income have been dropped from this series. 
Similarly, employee contributions to the retirement fund have been deducted 
from the salaries of executive employees. Employee contributions to the fund 
are available only on a fiscal-year basis, so that it is necessary to calculate such 
payments as a proportion of salaries for each year and apply this proportion to 
the individual months. On a current basis, deductions are estimated by applying 
the average for the latest fiscal year available to salaries paid out during the 
current month. 

Similarly, the contributions of States and local governmental units to their 
own retirement funds have been excluded from the monthly series, and the 
employee contribution deducted from salaries, and wages. Since contributions 
are available only on an annual basis, a procedure similar to that used for Federal 
employees is adopted. 

S T A T E AND LOCAL GOVERNMENTS 

PUBLIC EDUCATION 

As there is no current measure of cyclical changes in teacher's salaries, the chief 
problem here was to allocate the annual figures on a monthly basis. For this 
purpose, the source used was the March 1932 Research Bulletin of the National 
Education Association. Table 11 in that bulletin gives, for cities with popula
tion greater than 2,500, the number of months over which teachers' salary pay
ments extend by size of cities. The cities in each size group were then weighted 
by their pay roll for the year 1931-32 (cf. p. 35 of Statistics of City School Systems 
for 1931-32, U. S. Office of Education), and there was thus obtained the percentage 
of annual teachers' salaries that extended over 8, 9, 10, 11, and 12 months. Where 
salaries were paid during 11 months, it was assumed that August was the month 
during which no payments were made; for 10 months, July and August; for 
9 months, July to September;' for 8 months, June to September. On these 
assumptions a monthly distribution of all teachers' salaries was computed which 
indicated a constant rate for October to May, with a reduced rate for June and 
July and very low rates for August and September. When corrected for seasonal 
variation, this series would show an increase or decrease in October of each year 
and a constant rate over the following 11 months. This annual change is de
termined on the basis of the rough estimates of informed workers in this field 

The method assumes that salary changes are effected only at the beginning of 
the school year. While this may be the general practice, it was certainly not 
maintained during the depression years, when many local governments were forced 
to retrench whenever possible. On the other hand, such salary cuts often took 
the form of a more or less voluntary return of part of the teachers' salary and in 
such cases the salaries reported by local governments might not necessarily be 
reduced. Therefore, no attempt was made to account for changes in personnel 
or salaries within the school year. In recent years the year-to-year changes in 
the volume of teachers' salaries have been small. 

STATE AND LOCAL CONSTRUCTION 

The monthly estimate of salaries and wages on public construction are based on 
a confidential estimate of monthly employment by the Bureau of Labor Statistics. 
To these employment estimates is applied the average compensation for this type 
of work computed from employment and pay-roll statistics that the Bureau of 

' Whore teachers are paid on a monthly basis, at least some of these payments might bo made at the end of 
June. It was assumed, however, that even In such cases the payment was more reasonably allocated to 
the followine month during which, presumably, it was first available for expenditure. 
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Labor Statistics has been collecting from a small number of State and local 
governments during recent years. As the average compensation showed little 
variation over these years, the same average was used for all the years 1929-39. 

OTHER STATE AND LOCAL GOVERNMENT PAY 

By the method outlined above, annual estimates were obtained of the com
pensation of public employees on construction projects, which constitute the most 
variable of the functions performed by local governmeniis. These annual estimates 
are then subtracted from the annual estimates of total compensation of State and 
local government employees, exclusive of public education, and a smooth curve 
drawn through the annual averages. The result is a much smoother curve than 
could have been drawn if construction were not deducted, and there can be less 
hesitation in extrapolating the curve in the current period. 

Since January 1940 the Bureau of the Census has been collecting quarterly 
information on the employment and pay rolls of State governments and munici
palities. I t is hoped that this material wiU be very helpful in improving the 
estimates of the current income of governmental employees. Similar material' 
for the years 1929 to 1939 will soon be made available by the Bureau of Labor 
Statistics. 

WORK RELIEF 

This type of income since 1933 includes relief and nonrelief earnings on work 
relief and administrative projects under the Federal Emergency Relief Adminis
tration; earnings on the Civil Works program of the winter months of 1933-34; 
and the income of enrolled personnel in the Civilian Conservation Corps (the 
salaries of nonenrolled personnel being included for the most part in the pay rolls 
of other governmental agencies) and the income of employees on Work Projects. 
Monthly data have been supplied by the Work Projects Administration' and, 
inasmuch as these monthly figures are aggregated to give the totals appearing in 
the national income estimates, no- adjustment is necessary. The present series 
also includes an estimate of work-relief wages for the years 1930 to 1932. This 
type of income became of increasing importance during 1932, and therefore, in 
order to prevent a sharp discontinuity in the work-relief and employees' income 
series, in January 1933, work-relief wages have been roughly estimated for the 
years 1930-32. The resulting estimates for work and direct relief are less reliable 
than that for their aggregate, but any resulting bias is not carried into the total-
income-payments series. For the method used to arrive at this estimate, see 
under "Direct relief." 

ENTREPRENEUHIAI- INCOME AND NET BENTS AND ROYALTIES 

N E T INCOME OF FARM OPERATORS 

This item represents the most important component of entrepreneurial income— 
both because of its magnitude, averaging as it does one-third of total entrepren
eurial income as here defined, and because of its variabflity. Thus, in 1932 
agricultural net income was 70 percent lower than in 1929, whereas all other 
entrepreneurial incomes showed in the aggregate a decline of only 30 percent for 
the same period. The net income of farm operators has in recent years iDeen 
composed of two elements: (1) the net income arising from the production and sale 
of fann products, and; (2) Government benefit payments. "The former item is 
computed by deduction of estimated costs from gross income. The latter item 
is carried in its entirety to net income. 

For estimating agricultural net income on a monthly basis, the Agriculture 
Department's estimates of cash income from farm marketings is used. The 
Department of Agriculture's unadjusted dollar series is then adjusted to the 
annual estimates (exclusive of Government benefits) of the net income of farm 
operators, which include the value of farm products consumed on the farm. "The 
net-income figures are naturally more variable from a cyclical standpoint than 
are the gross-income, figures, cost items being relatively more stable. Conse
quently, in projecting this series into the current period, account is taken of this 
tendency in accordance with the observed relative movements in gross and net 
income for similar points in the cyclical trends of the past 10 years. "To the 
monthly net-income figure as thus obtained is added the governmental benefits 
received by farmers. 
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In correcting farm income for seasonal fluctuations, a single set of factors is 
computed for the period 1929-37. Farm benefits are not adjusted for seasonal 
influences. The seasonal factors thus computed are not entirely satisfactory, 
and even after correction the agricultural-income figures show marked month-to-
month fluctuations which are communicated in reduced measure to the index of 
total income payments. 

The index of nonagrioultural income, therefore, serves the important function 
of abstracting these random fluctuations and of presenting the nonseasonal 
changes in the more stable forms of income. In computing nonagrioultural in
come, the items deducted are: Agricultural net income (as defined above), 
agricultural wages, and interest and net rents arising from farm property. I t 
should be noted that a substantial volume of these latter two types of income are 
received by persons not living on farms, particularly those receiving mortgage-
interest. On the other hand, fann incomes are supplemented by part-time earn
ings in industry, by an unknown volume of nonfarm property income, and by a 
small amount of direct relief, including emergency subsistence payments. Con
sequently, the nonagricultural-income series represents income payments arising 
from nonagrioultural activities, rather than income received by the nonfarm 
population. 

The difference between total income payments and nonagrioultural income 
payments will not, however, be found to be identical with income produced as 
incorporated in the annual income estimates. This divergence is accounted for 
by the circumstance that agricultural net rents are in the annual aggregates 
included in the finance group along with net rents and royalties on nonfarm 
property. 

OTHER ENTREPRENEURIAL INCOME 

As noted in the body of this report, this item represents largely withdrawals 
rather than income in the accepted sense—save in the important case of independ
ent professional men, for whom, because of the small scale of capital involved, it 
is impractical to distinguish net income from personal withdrawals even on an 
annual basis. Information relative to the month-to-month fluctuations in this 
type of income is entirely lacking on either a historical or a current basis. "There
fore it is necessary to assume that withdrawals are not subject to seasonal influ
ences and, in projecting the estimates, to base such projections on the study of 
past performance with special reference to the seasonally corrected indexes of 
salaries and wages in the distributive and service industries. The resulting 
series is relatively insensitive to fluctuations in economic activity. If this result 
fails to accord with the common conception of the entrepreneur as the bearer of 
risk, it is none the less reasonable to assume that, for entrepreneurs as for other 
persons, expenditures can be expected to be substantially more stable than income. 
And since the personal expenditures of entrepreneurs detennine largely his busi
ness withdrawals, these latter may also be expected to show a certain degree of 
stability. At any rate, the monthly series has so far predicted with fair accuracy 
the changes in entrepreneurial withdrawals as entered in the annual income 
estimates. 

NET RENTS AND ROYALTIES 

Rents and royalties, as included in the national-income estimates as well as 
in the present series, represent the net return from the ownership and operation 
of rented property, after the deduction of various cost items. Therefore this 
item is more properly classified with entrepreneurial income rather than with 
property incomes (dividends and interest) in the narrower sense of that term. 
An additional reason for combining this item with entrepreneurial income lies in 
the paucity of data available for both items; in contrast it is felt that the trend in 
dividends and interest can be determined with a fair degree of accuracy. 

As in the case of "other entrepreneurial income" the treatment of this item is 
limited to an attempt to determine trend and cyclical iiifluences from the annual 
data. In projecting the annual data into the current period some assistance is 
rendered by the Bureau of Labor Statistics index of housing costs and by the 
housing component of the National Industrial Conference Board's index of living 
costs. Both indexes must, however, be considered of very limited value for this 
purpose—first, because residential rents account for only 50 percent of all net 
rents and royalties; secondly, because both indexes can at best be taken as re
flecting gross income from residential rents, whereas what is desired is some meas
ure of net income from such sources. Net rents and royalties show much wider 
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fluctuations than other entrepreneurial income as included in the present series. 
"The principal reason for this is that rents and royalties include an element of 
business savings. However, because of the small size of the rents item, as well 
as the great difficulties involved in estimating withdrawals for those persons 
receiving such incomes, no attempt has been made to eliminate this element 
from, the monthly income estimates. 

DIVIDENDS AND INTEREST 

Dividends are estimated largely on the basis of the series of dividend payments 
compiled by the New York Journal of Commerce, supplemented by special studies 
for critical periods (as when the Journal of Commerce series was radically altered 
in 1934). The Journal of Commerce series was selected because it comprises 
actual payments to shareholders during the current month, rather than dividend 
declarations as measured bj: the New York Times series, and is for thatreason more 
comparable, in respect to timing, with the estimates of labor income. 

Interest payments on corporate and governmental indebtedness are also esti
mated to a large extent, especially in the earlier years, on the Journal of Com
merce series. For the years 1929 to 1935, the Journal of Commerce series is 
adjusted to the annual estimates of long-teim interest for corporate and govern
mental bodies. Despite the relatively stable nature of the series, the adjustments 
for these years are surprisingly large. Beginning with 1936, interest payments 
by the Federal Government are taken directly from the Daily Treasury State
ments, and the trend of interest payments on other corporate debt is determined 
on the basis of special studies of issues, retirements, and refunding operations in 
the security markets. Seasonal fluctuations are still based upon the Journal of 
Commerce series. For all years, interest payments on farm and urban home 
mortgages and on the indebtedness of unincorporated enterprises are assumed to 
have no seasonal fluctuations and are, therefore, estimated by drawing a smooth 
curve through the annual estimates and extrapolating this curve forward on the 
basis of fragmentary information on changes in the volume of mortgages and 
interest rates on such mortgages. 

I t is a matter of some difficulty to correct dividend and interest payments for 
seasonal vaiiation, and so far none of the orthodox methods has been found to be 
applicable. The principal difficulty lies in the fact that, although there is a 
deflnite seasonal pattern for dividends, the pattern is subject to rapid changes 
which seem to be cumulative in nature. An index of seasonal variation for 
dividends has been calculated by the ratio-to-moving-average method for three 
periods, and these indexes are compared below: 

Indexes of Seasonal Variation for Dividends 

Month 

April 

1029-31 

161 
80 
97 
07 
93 

107 

1932-34 

107 
08 
03 
07 
78 

101 

1036-37 

100 
44 
76 

101 
39 

130 

Month 

July 

1029-31 

131 
76 
78 
06 
88 
88 

1032-34 

136 
73 
65 

108 
76 
78 

1036-37 

108 
44 

100 
111 
41 

306 

As might be concluded from a comparison of the seasonal factors for 1929-31 
and 1932-34, it would have been possible to correct dividends for seasonal varia
tions over the years 1929-35 by computing a seasonal factor every year from the 
variations for the latest 3 years, and such a method does give a fairly smooth 
curve, which, however, still exhibits random fluctuations such as are not observable 
in seasonally corrected employees' compensation. But at any rate, this method 
would not be applicable to the later years during which the undistributed-profits 
tax was in force. As a matter of fact, dividends could hardly have been said to 
have a true seasonal pattern during this period. This tax, as already remarked, 
imposed a penalty upon corporations not paying dividends in the years in which 
they were earned. "Therefore, insofar as a full year's operation proved to be more 
profitable than had been expected in the earlier months of the year, there would 
tend to be large dividend payments in the final month of the year. Insofar as 
operations for the year as a whole did not come up to earlier expectations, there 
might well be a tendency for dividends to fall off at the year end. Thus, in 1936 
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when business activity experienced a sharp rise during the last half of the year, 
December dividends accounted for nearly 30 percent of all dividends disbursed 
during the year. On the other hand, the closing months of the year 1937 were 
marked by a sharp drop in industrial activity, and December dividends amounted 
to only 22 percent of all dividends. The year 1938 was one of greatly reduced 
business activity, and, therefore, dividends in the final month represented only 17 
percent of the year's total. The sharp rise in corporate incomes in the last quarter 
of 1939 was again refiected in the fact that December dividends accounted for 
fully 24 percent of the year's total. 

There was a well-defined seasonal pattern for interest payments during the 
early years of the period under review, but with the inauguration of the Federal 
Government's refunding program, and the smaller-scale refunding operations of 
public-utility corporations, this seasonal pattern has fluctuated widely in recent 
years. Owing, therefore, to the difficulty of correcting dividends and interest for 
seasonal variations in recent years by the orthodox methods, it was decided to 
determine the nonseasonal movements for the whole period by merely computing 
a 13-month moving average centered on the seventh month and smoothing 
through this average at critical points. The results obtained by this method 
are satisfactory in most respects, but it is necessary to project this index for
ward to cover the latest 5 months. This projection is based largely on a com
parison of movements in this average with movements in the adjusted index of 
employees' compensation for similar periods in the past. To the extent that this 
comparison proves faulty, it is necessary to revise the adjusted index of total 
income payments from time to time. While this procedure may occasion some 
inconvenience to those who use the series, it is to some extent justified ijy the fact 
already indicated above that the actual payments of dividends (and in some 
periods, interest) do not reflect current business operations, as do, for example, 
production indexes and pay-roll statistics, but refer rather to the earnings of some 
preceding period. 

The construction of a smooth trend for dividends and interest, even by the 
use of rather arbitrary methods, is believed to be justified by the uses to which 
the adjusted index may be put. In its primary use as an index of consumer 
purchasing power, it seems desirable to minimize the effects of month-to-month 
changes in property incomes because (1) so much of this type of income accrues 
to trust accounts of various kinds and so is not immediately available for con
sumption, and (2) of the remainder, it is likely that the expenditure based upon 
this income is extended, over a period of several months rather than being con
centrated in the months in which the income is received (cf. similar treatment in 
case of entrepreneurial income). Secondly, with respect to the use of the index 
as an indicator of general economic activity, month-to-month fluctuations in 
dividends are misleading here, as they should be largely offset by changes in 
business savings. Thus, the high level of December dividend payments must be 
considered to be largely offset by negative business savings, particularly in years 
of depressed activity. Similarly the low rate of dividend disbursements in sur
rounding months is accompanied by positive business savings—that is, by an 
accumulation of net income to be paid out quarterly or semiannually, according 
to the usual dividend-paying practice. 

DIRECT AND OTHER RELIEF 

Included in this type of income are "general relief," "payments to recipients of 
special types of public assistance" (old-age assistance, aid to dependent children, 
and aid to the blind), and "emergency subsistence payments to farmers." The 
earnings of relief persons employed on work-relief projects under the P. E. R. A. 
have been deducted from the general relief estimates published in the Social 
Security Bulletin and included in the work-relief estimates; cf. table 3, "Statistical 
Summary of Emergency Relief Activities, January 1933 through December 1935." 

Subsequent to January 1933 the relief estimates are those of the Social Security 
Board arid the Works Progress Administration. Neither of these agencies has 
released relief estimates for earlier years, and therefore these were constructed in 
the following way. 

Of primary importance were the estimates appearing in appendix B, p. 69, of 
Trends in Different Types of Public and Private Relief in Urban Areas, 1929-1935, 
Publication No. 237 of the Children's Bureau of the Department of Labor. In 
this appendix are given estimates of work relief, direct relief, and categorical 
assistance by months for the period 1929 to 1935, for 120 urban areas, For each 
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of these three types of relief there was constructed an index for the years before 
1933 by linking the Children's Bureau estimates to the Works Progress Adminis
tration estimates for the first 4 months of 1933. (Because of the unsatisfactory 
nature of the estimates for the early months of 1933 this was considered a more 
conservative procedure than that of linking the indexes at January 1933.) By 
adding the monthly estimates for the three types of relief, a flrst estimate for all 
relief from 1929 to 1932 was obtained, but it was still necessary to correct this 
estimate for the varying trend of urban and rural relief. The only estimate 
available is one for 1932 (Trends in Relief Expenditures, 1910-1935, by Anne E. 
Geddes, p. 44). From this source, public relief was estimated at $447,000,000 for 
1932, whereas the estimate based solely on the information for 120 urban areas 
was $531,000,000, indicating that the upward trend in rural relief from 1932 to 
1933 was more marked than that indicated for urban relief by the Children's 
Bureau series. On the assumption of a similar differential trend for 1929 to 1931, 
the annual estimates for this period were also revised downward and the monthly 
estimates adjusted to these annual estimates by the Bassie method. 

Work-relief payments were estimated roughly on the basis of the proportions of 
work-relief expenditures to all other relief expenditures as estimated by the 
Children's Bureau for urban areas for the years prior to 1933. There is no esti
mate of total work-relief wages comparable to the Works Progress Administration 
estimate of total disbursements for 1932. Therefore the estimates of worli-relief 
wages and direct relief must be regarded as less reliable than their estimated total 
for the years before 1933. 

OTHER LABOR INCOME 

The characteristic common to the income included here has been noted in the 
text of this report—in general, the disbursements included represent compensa
tion for past services. The most important components, their relative importance, 
and the method of estimation are noted separately below. In general they repre
sent the results of official tabulations, or of arbitrary smoothing of annual data. 

PENSIONS TO VETERANS 

Pensions to veterans constitute the largest single item for the period as a whole, 
and for recent years have approximated 35 million dollars a month. The monthly 
entries for the whole period are furnished by the United States Veterans' 
Administration. 

ADJUSTED-SERVICE BENEFITS TO WORLD WAR VETERANS 

This item is now of diminishing importance. Estimates for the years 1931 to 
1937 were constructed on the basis of data supplied by the United States Veterans' 
Administration and the United States Treasury Department. Current figures are 
taken from the month-end statements of the Treasury Department. 

Adjusted-service benefits constituted an important addition to income in 1931 
and 1936, and for these years produce severe breaks in the otherwise fairly smooth 
curve of'total income payments. For some purposes it would seem advisable to 
smooth over these discontinuities, by an arbitrary process if necessary. If the 
income index is considered as an index of economic activity, such benefits obviously 
have no place in the index; even where interest attaches to the primary or purchas
ing power aspect of the index, a comparison with department-store sales, or other 
available indexes of retail sales, indicates that the bonus payments of the summer 
of 1936 had little effect on retail activity in those months. Indications are that 
the expenditure of the $1,200,000,000 of benefits disbursed during June and July 
1936 was distributed over a period of several months preceding and following their 
actual disbursement. For those who may be interested in making some such 
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allowances, or who for other reasons may -msh to eliminate adjusted-service pay
ments from the income series, they are shown below: 

Adjusted Service Benefit Payments 
[In millions of dollars] 

Montb 1031 1932 1033 1934 1036 1936 1037 1938 1039 

January 
February... 
March 
April 
May 
June 
July 
AURUSt 
September.. 
October 
November.. 
December.. 

6 
307 
362 
02 
30 
25 
19 
17 
17 
13 
21 

800 
413 
77 
48 
36 
26 
26 

OTHER F E D E R A L D I S B U R S E M E N T S 

Included here are all annuities to former civil-service employees as well as refunds 
to persons withdrawing from the retirement system. Also, as regards retirement 
benefits to military personnel, monthly data are from official sources. In the 
aggregate these items accounted for roughly $85,000,000 of income in 1939. 

SOCIAL SECURITY B E N E F I T S 

Social Security benefits have been of increasing importance since 1937, when 
they totaled only $40,000,000. Unemployment-insurance benefits now consti
tute the most important single component of "other labor income," aggregating 
$435,000,000 in 1939. Railroad retirement benefits accounted foranother$100,000,-
000 in 1939. Disbursements under the old-age-insurance provisions of the Social 
Security Act amounted to only $12,000,000 in 1939, but, consequent upon the 
recent liberalization of the provisions of this act, such disbursements are expected 
to grow in importance during 1940. 

All monthly data are from official sources. 

W O R K M E N ' S COMPENSATION, P R I V A T E RETIREMENT BENEFITS, ETC. 

AU other labor income includes workmen's compensation, benefits under retire
ment systems sponsored by private industry or non-Federal governinents, and a 
small volume of Federal Government pensions for which no monthly data are 
available. Because of the lack of monthly data, month-to-month changes are 
estimated by graphical interpolation of the annual data. In the aggregate, these 
items show little change from year to year. 

o 


